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SBA'S  MINORITY  BUSINESS  DEVELOPMENT 

PROGRAM 


WEDNESDAY,  SEPTEMBER  22,  1993 

House  of  Representatives, 
Committee  on  Small  Business, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  10  a.m.,  in  room  2359- 
A,  Rayburn  House  Office  Building,  Hon.  John  J.  LaFalce  (chair- 
man of  the  committee)  presiding. 

Chairman  LaFalce.  The  Small  Business  Committee  will  come  to 
order. 

The  purpose  of  today's  hearing  before  the  Committee  on  Small 
Business  will  be  to  examine  the  Small  Business  Administration's 
implementation  of  the  Minority  Business  Development  Reform  Act 
of  1988,  Public  Law  100-656,  which  sought  to  fundamentally  reform 
SBA's  Section  8(a)  Program.  Section  504  of  that  act  required  the 
General  Accounting  Office  to  study  the  implementation  of  these  re- 
forms and  to  report  to  Congress  in  February  1992.  Last  year's 
report,  entitled  "Problems  in  Restructuring  SBA's  Minority  Busi- 
ness Development  Program,"  was  highly  critical  of  SBA's  imple- 
mentation of  the  1988  act.  The  GAO  report,  which  we  are  releasing 
today,  is  entitled,  "Problems  Continue  with  SBA's  Minority  Busi- 
ness Development  Program." 

As  the  title  alone  indicates,  much  remains  to  be  done.  We  are 
hopeful,  however,  that  the  Clinton  administration,  under  the  vigor- 
ous leadership  of  Administrator  Bowles,  will  finally  bring  some 
sound  management  and  direction  to  this  program.  I  understand 
that  Administrator  Bowles  will  today  announce  a  number  of  initial 
proposals  to  help  improve  the  management  of  the  program. 

GAO's  new  report  finds  that:  First,  SBA's  redesign  of  the  8(a) 
Program's  management  information  system  was  not  planned  in  ac- 
cordance with  Federal  regulations.  SBA's  latest  estimate  for  com- 
pleting the  redesign  is  late  1995,  5  years  longer  than  the  originally 
estimated  1990  completion  date,  and  an  estimate  of  the  total  cost 
for  redesigning  the  system  has  yet  to  be  developed. 

Second,  the  certification  of  8(a)  Program  participants  continues 
to  exceed  the  90  days  mandated  in  the  act,  averaging  170  days  in 
fiscal  year  1992. 

Third,  not  all  8(a)  firms'  business  plans  are  being  annually  re- 
viewed by  SBA  as  required  by  the  act,  and  criteria  for  assessing  the 
effectiveness  of  management  and  technical  assistance  provided  to 
8(a)  firms  remains  to  be  developed. 

(1) 


Fourth,  while  the  competitive  award  of  8(a)  contracts  has  in- 
creased, a  large  dollar  value  of  indefinite  delivery,  indefinite  quan- 
tity 8(a)  contracts  awarded  during  fiscal  years  1991  and  1992  ex- 
ceeded the  competition  thresholds  but  were  not  awarded  competi- 
tively. 

Fifth,  most  8(a)  firms  now  have  new  or  revised  business  plans  as 
required  by  the  act. 

Sixth,  the  dollar  value  of  8(a)  contracts  awarded  competitively 
during  fiscal  year  1992  exceeded  the  combined  amount  of  the  prior 
2  fiscal  years. 

Seventh,  SBA  now  identifies  guaranteed  business  loans  made  to 
8(a)  firms  and  has  taken  steps  to  improve  its  tracking  and  assess- 
ment of  management  and  technical  assistance  provided  to  8(a) 
firms. 

[Chairman  LaFalce's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  That  is  a  brief  summary  of  the  findings  of 
the  8(a)  report.  This  morning,  I  think  we  will  have  Administrator 
Bowles  testify  first.  Then,  to  summarize  GAO's  findings,  we  have 
before  us  this  morning  Ms.  Jacquelyn  Williams-Bridgers,  GAO's 
Associate  Director  for  Housing  and  Community  Development 
Issues.  Next,  we  will  hear  from  Ms.  Judith  Watts,  who  will  give 
SBA's  response  to  the  GAO's  report,  and  who  holds  the  title  of 
SBA's  Associate  Administrator  for  Minority  Small  Business  and 
Capital  Ownership  Development. 

We  will  hold  all  questions  until  after  those  three  individuals 
have  made  whatever  statements  they  wish  to  make. 

Before  we  go  to  them,  I  wonder  if  any  of  our  members  have  any 
opening  statements  they  wish  to  make. 

Mrs.  Meyers. 

Mrs.  Meyers.  Mr.  Chairman,  I  do  have  an  opening  statement, 
and  I  would  like  to  request  that  the  statement  by  Congressman 
Jim  Ramstad  be  entered  into  the  record. 

Chairman  LaFalce.  Without  objection,  so  ordered. 

[Mr.  Ramstad's  statement  may  be  found  in  the  appendix.] 

Mrs.  Meyers.  I  am  glad  you  called  this  hearing  to  discuss  the 
General  Accounting  Office's  most  recent  report  on  the  Small  Busi- 
ness Administration's  progress  in  reforming  the  administration  of 
the  8(a)  Program.  When  Congress  passed  Public  Law  100-656,  we 
set  goals  for  improving  the  program  by  streamlining  certification, 
increasing  management  and  technical  support,  introducing  com- 
petitive contracting,  and  requiring  reporting  of  consultant  fees  to 
prevent  waste  and  abuse. 

Last  January,  a  GAO  report  revealed  that  SBA  had  made  little 
progress  and  that  the  agency  was  not  accomplishing  the  goals  and 
objectives  of  that  law.  The  previous  GAO  report  indicated  the  prob- 
lem stemmed  from  many  sources,  with  the  lack  of  an  adequate 
management  information  system  leading  the  list.  We  now  have  a 
new  report,  18  months  after  the  initial  report,  and  there  is  almost 
no  evidence  of  improvement. 

Certification  of  applications  continues  to  exceed  the  statutory  90 
days,  the  management  information  system  is  over  budget  and  in- 
sufficient to  the  task,  business  plans  are  still  not  being  reviewed, 
and  the  amount  of  financial  assistance  provided  to  8(a)  firms  is  not 


being  tracked.  Some  serious  problems  remain  in  the  SBA's  ability 
to  help  all  participants. 

It  is  clear  from  this  report  that  a  few  participants  continue  to 
receive  the  vast  majority  of  the  contracts.  The  fact  that  53  percent 
of  the  firms  in  the  8(a)  Program  have  received  no  contracts  reveals 
serious  deficiencies  in  program  management. 

Mr.  Chairman,  the  problems  that  plague  the  8(a)  Program  didn't 
develop  overnight,  and  I  won't  bother  to  go  all  the  way  back  to 
1975  when  the  reports  of  these  problems  began.  But  it  is  clear  that 
they  are  systemic  and  pervasive,  and  it  follows  that  correcting 
these  problems  will  certainly  not  occur  overnight. 

The  problems  we  are  looking  into  today  warrant  our  serious  at- 
tention, but  I  think  it  is  important  that  we  not  lose  sight  of  the 
goal  of  the  8(a)  Program,  the  promotion  and  development  of  as 
many  small  businesses  owned  and  controlled  by  socially  and  eco- 
nomically disadvantaged  Americans  as  possible. 

Mr.  Chairman,  I  know  that  you  join  me  in  support  of  this  effort 
to  bring  these  businesses  into  the  mainstream  of  American  oppor- 
tunity as  quickly  and  as  efficiently  as  possible.  I  hope  also  that  you 
agree  that  before  we  consider  altering  the  program  again,  we  must 
help  the  SEA  to  get  it  working  properly.  I  don't  believe  we  can 
judge  this  program  or  honestly  attempt  to  reform  it  until  it  really 
begins  to  work  in  the  manner  that  we  established  at  the  start. 

I  look  forward  to  hearing  from  our  witnesses  this  morning.  I 
hope  they  will  be  able  to  tell  us  what  we  can  do  to  help  them  get 
this  program  running  smoothly  and  effectively. 

I  am  always  glad  to  see  Mr.  Bowles,  and  I  am  glad  to  see  you 
here  with  us  this  morning,  Judith  Watts.  We  are  glad  to  have  her 
back  with  us. 

[Mrs.  Meyers'  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Thank  you. 

Do  any  other  members  have  opening  statements? 

Mr.  Machtley.  Thank  you,  very  much,  Mr.  Chairman.  I,  too,  ap- 
preciate you  holding  this  hearing,  and  I  appreciate  the  witnesses, 
those  who  are  here  from  GAO,  SEA,  and  Mr.  Bowles. 

I  think  in  keeping  with  the  administration's  focus  on  reinventing 
Government  and  consistent  with  what  David  Osborne  would  want 
us  to  do,  we  ought  to  not  only  focus  on  the  process  of  how  applica- 
tions are  processed,  but  how  we  are  setting  outcome  goals  to  assess 
the  program's  viability  for  the  future.  While  the  GAO  report,  as  I 
have  read  through  it,  focuses  on  how  the  process  is  occurring, 
whether  we  have  looked  at  all  of  the  reports  within  90  days  and 
whether  50  percent  of  the  firms  are  getting  30  percent  of  all  of  the 
SEA  contracts,  I  would  hope,  as  we  review  this  8(a)  Program,  we 
get  outcome-defined  goals  that  we  can  measure  a  year  from  now 
and  that  the  process  does  not  overtake  the  outcome.  While  it  is 
easy  for  us  to  focus  on  this  GAO  report  in  looking  at  the  process,  I 
think  David  Osborne  would  remind  us,  it  is  the  outcome  that  is  im- 
portant, not  just  the  process. 

Thank  you. 

Chairman  LaFalce.  Any  other  members  have  opening  state- 
ments? 


I  ask  unanimous  consent  that  all  members  be  allowed  to  submit 
opening  statements  for  the  record  if  that  is  their  desire.  Without 
objection,  so  ordered. 

Mr.  Bowles,  we  will  start  with  you.  We  will  put  your  testimony 
into  the  record  as  if  it  were  read.  You  may  feel  free  to  summarize 
it  if  you  so  desire. 

TESTIMONY  OF  ERSKINE  B.  BOWLES,  ADMINISTRATOR,  U.S. 
SMALL  BUSINESS  ADMINISTRATION 

Mr.  Bowles.  Yes,  sir;  that  is  what  I  would  like  to  do.  I  would  like 
to  have  my  testimony  submitted  for  the  record  and  talk  to  you 
from  a  few  brief  notes  that  I  have  made. 

I  must  admit  that  I  agree  wholeheartedly  with  the  statements  of 
all  three  of  you  who  spoke,  without  any  exception.  What  I  am 
about  to  say  is  not  easy  for  me  to  say,  but  it  is  the  truth.  I  have 
built  a  career  around  telling  the  truth. 

The  truth  is  the  8(a)  Program  is  a  mess.  It  is  not  Judith  Watts' 
fault.  Just  as  the  SBA  has  turned  over  Administrators  on  a  regular 
basis,  so  have  we  changed  the  head  of  the  8(a)  Program  on  a  regu- 
lar basis,  and,  therefore,  no  consistent  program  has  been  developed 
over  the  history  of  the  operation. 

The  steps  that  I  have  outlined  in  my  testimony  that  has  been 
submitted  for  the  record  will  not  fix  the  problem.  I  want  to  be 
candid  about  that.  What  they  are  is  a  start.  I  believe  they  are  a 
good  start  and  a  start  in  the  right  direction.  But  we  have  a  long, 
long  way  to  go. 

I  want  you  to  know  that  I  believe  in  my  heart  that  the  8(a)  Pro- 
gram has  enormous  potential,  and  I  am  absolutely  committed  to 
making  it  work.  But  we  have  a  lot  of  work  to  do  to  get  there. 

The  draft  GAO  report,  that  you  all  probably  saw  some  weeks 
ago,  when  talking  about  8(a)  application  processing,  said  that  it 
took  about  140  days  from  when  an  application  was  submitted  until 
it  received  final  action.  They  have  now  come  back  in  their  final 
report  and  said  it  is  170  days.  We  are  not  even  that  good.  It  takes 
on  average  of  about  190  days,  and  that  is  just  an  average.  Today,  47 
percent  of  our  backlog  is  over  90-day s  old. 

Once  someone  gets  into  the  program,  it  takes  some  companies 
years  to  get  a  contract.  As  Mrs.  Meyers  said,  53  percent  of  the  8(a) 
firms  in  the  program  last  year  did  not  get  a  contract;  31  percent  of 
the  business  in  the  entire  program  went  to  2  percent  of  the  firms. 

Once  you  are  in  the  program,  the  business  development  advice 
that  we  offer,  in  my  opinion,  is  not  too  hot. 

Third,  not  surprisingly,  at  the  end  of  the  process,  a  larger  per- 
centage of  companies  fail  than  you  would  expect  otherwise.  Clear- 
ly, there  is  a  lot  of  risk  in  being  a  small  businessperson.  Having 
been  one  for  my  entire  career,  I  can  appreciate  that. 

But  over  40  percent  of  the  firms  do  not  survive.  I  believe  if  we 
did  a  better  job,  we  could  improve  on  that  number.  That  should  be 
one  of  the  goals — how  we  can  improve  on  that  number,  the  number 
of  firms  that  actually  survive  and  go  forward  to  grow  and  prosper. 

Now,  I  wrote  every  single  8(a)  firm  asking  for  their  advice  on 
how  to  fix  the  program.  I  just  want  to  tell  you  what  some  of  their 


advice  was.  It  centered  around  nine  basic  areas,  none  of  which  I 
am  proud  of,  but  again,  it  is  the  truth. 

One,  they  believe  that  the  program  imposes  excessive  paperwork 
burdens. 

Two,  they  beheve  that  the  program  is  misunderstood  and  vastly 
underutilized  and  misused  by  Federal  agencies. 

Three,  the  application  process  is  too  long,  and  the  eligibility  cri- 
teria is  not  clear. 

Four,  there  is  not  enough  ongoing  quality  business  development 
assistance — what  we  are  supposed  to  do. 

Five,  there  is  inadequate  staff  to  meet  the  needs  of  participant 
firms. 

Six,  more  assistance  is  needed  to  help  companies  self-market  pro- 
curement opportunities. 

Seven,  there  should  be  increased  access  to  capital. 

Eight,  there  should  be  separate  opportunities  for  firms  in  the  de- 
velopment and  transitional  stages. 

Last,  there  should  be  a  mentor/ protege  program  to  foster  rela- 
tionships between  newly  certified  and  graduating  firms. 

I  assure  you,  we  have  considered  and  will  continue  to  consider 
these  constructive  criticisms  of  this  program  as  we  work  to  im- 
prove it  for  our  customers.  Today,  let  me  just  briefly  outline  for 
you  the  steps  we  are  going  to  take  now  and  then  talk  to  you  about 
the  plans  we  have  going  forward  over  the  next  6  months  to  get  to  a 
program  that  we  can  all  be  proud  of. 

Our  program  changes  have  been  conceived  with  four  goals  in 
mind.  Let  me  tell  you  what  those  are: 

First,  eliminating  unnecessary  paperwork  and  overly  bureaucrat- 
ic regulations  so  that  we  can  also  reduce  program  application  proc- 
essing time,  but  most  importantly,  better  service  our  customers. 
Our  customers  are  the  owners  of  small,  socially,  and  economically 
disadvantaged  firms. 

Second,  reduce  the  burdensome  reporting  requirements  for  8(a) 
Program  participants  so  they  can  spend  their  time  doing  the  more 
important  work  of  securing  Government  contracts  and  managing 
their  businesses. 

Third,  improve  the  technical  assistance  provided  to  our  custom- 
ers so  that  these  small  businesses  will  have  a  better  chance  to  first 
survive  and  then  grow  and  prosper.  Fourth,  encourage  other  Gov- 
ernment agencies  to  provide  greater  contracting  opportunities  for 
8(a)  Program  participants  and  other  small  disadvantaged  business- 
es and,  thereby,  increase  the  probability  of  higher  revenues  for  our 
customers,  the  owners  of  socially  and  economically  disadvantaged 
small  businesses. 

Now,  those  are  the  goals.  Let  me  just  talk  to  you  briefly,  because 
it  is  in  my  report,  about  the  steps  we  plan  to  undertake  in  order  to 
get  there  now,  and  in  your  question  and  answer  period  I  will  be 
happy  to  talk  to  you  about  the  additional  steps  we  hope  to  consider. 

First  of  all,  to  reduce  the  processing  time  for  8(a)  applications, 
SBA  proposes  to  centralize  the  processing  of  applications,  bringing 
the  staff  now  in  the  COD's  to  Washington.  We  think  this  will  help 
us  get  closer  to  the  90-day  goal.  I  have  handed  out  a  flow  chart  for 
each  of  to  you  look  at. 
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My  best  bet  is  that  is  probably  the  first  flow  chart  that  has  ever 
been  prepared  at  the  SBA  since  1958.  Clearly,  it  outlines  the  kinds 
of  steps  we  have  to  do.  It  shows  you  the  process  we  go  through  now, 
and  it  shows  you  the  kind  of  process  we  plan  to  go  through  in  the 
future.  Hopefully,  it  will  help  us  get  closer  to  the  90-day  period. 

In  addition,  we  hope  to  seek  legislative  changes  to  allow  Ms. 
Watts  to  delegate  the  authority  to  make  eligibility  determinations. 
I  believe  this  is  a  very  sensible  request.  I  believe  it  will  allow  us  to 
speed  up  the  process,  and  if,  in  fact,  you  allow  us  delegate  it  to  a 
very  senior  experienced  official,  I  don't  believe  there  will  be  any 
drop  off  in  the  quality. 

We  also  want  to  complete  the  certification  and  tracking  manage- 
ment information  system,  CTS.  That  will  assist  in  tracking  and 
identifying  delays  in  the  application  process.  But  again,  I  am  going 
to  tell  you  the  truth.  I  am  not  going  to  tell  you  we  can  do  better 
than  what  our  people  say  we  can  do. 

Our  people  say  that  it  will  take  us  $800,000  to  $900,000,  and  up 
to  2  years  to  complete  this  work.  Now,  that  is  far  different  than 
what  you  were  told  before,  but  it  also  happens  to  be  the  truth. 
Now,  a  lot  of  that  is  our  own  fault,  as  we  have  gone  through  this 
process  before.  A  lot  that  is  in  the  GAO  report  is  right.  But  it  is 
going  to  take  us  up  to  2  years. 

I  promise  you,  we  are  going  to  make  every  effort  to  do  it  quicker, 
and  we  are  going  to  make  every  effort  to  spend  less  money.  We  are 
really  going  to  look  at  it  and  get  central  office  people  involved  with 
the  people  in  the  field  so  that  we  develop  a  real  plan  to  go  about  it, 
but  that  is  the  best  I  can  tell  you  today,  and  I  am  not  going  to  over- 
promise. 

Second,  to  remove  the  onerous  reporting  requirements  of  pro- 
gram participants,  we  propose  to  require  annual  financial  state- 
ments instead  of  quarterly  statements  to  maintain  eligibility.  We 
believe  that  annual  financial  statements  should  be  sufficient  for 
our  review  of  the  firm's  progress  within  the  program,  and  for  de- 
termining their  continuing  eligibility.  We  still  will  maintain  the 
option  if  we  see  a  need  for  it  for  asking  for  interim  statements. 

We  are  also  considering  revising  the  business  plan  that  we  asked 
for  so  that  it  focuses  on  projected  resources  needed  for  the  8(a)  Pro- 
gram. Let  me  tell  you  why  most  of  the  people  who  participate  in 
the  program  now  look  at  the  business  plan  we  asked  for  as  just  an- 
other Government  form.  They  don't  look  at  it  as  a  real  business 
plan.  Most  of  them  get  somebody  else  to  prepare  it,  and  they  don't 
use  it. 

So,  what  we  want  to  do  is  get  them  to  put  together  a  plan  that 
they  really  will  use,  that  will  be  a  tool  for  them  that  will  help 
them  manage  their  business. 

We  also  hope  to  require  annual  rather  than  semiannual  reports 
on  fees  paid  to  representatives.  If  we  see  anything  suspicious,  clear- 
ly we  will  go  immediately  to  the  inspector  general  and  report  it, 
but  we  don't  see  any  need  to  ask  for  reports  on  fees  paid  on  a  semi- 
annual basis.  It  ties  up  people's  time  in  what  we  consider  relatively 
unnecessary  work. 

Third,  we  hope  to  improve  the  quality  and  consistency  of  techni- 
cal assistance  available  to  program  participants  and  graduates,  and 
to  do  this,  we  hope  to  do  the  following  things:  To  expand  the  offer- 


ings  of  seminar  and  classroom-type  instruction  and  focus  more  on 
training  in  marketing,  in  business  development,  bid  and  proposal 
preparation,  financial  systems,  contract  administration,  and  indus- 
try-specific technical  assistance. 

We  hope  to  do  this  through  using  the  executive  programs  of  vari- 
ous graduate  business  schools,  seminars  put  on  by  our  SBDC's,  our 
score  operations,  and  our  SBI  operation;  again,  bringing  the  8(a) 
Program  into  the  mainstream  of  the  SBA  itself  by  providing  devel- 
opment training  through  other  Federal  Programs  such  as  Com- 
merce's MBDA  Program,  which  is  set  up  to  provide  the  exact  kind 
of  training  that  our  participants  need,  and  finally,  through  work- 
ing through  the  Federal  Government's  executive  leadership  pro- 
grams. 

We  just  undertook  a  pilot  program  under  Ms.  Watts's  leadership 
where  we  sent  49  8(a)  Program  participants  to  the  Amos  Tuck  Mi- 
nority Business  Executive  Program  at  Dartmouth.  I  can't  tell  you 
the  overwhelmingly  positive  response  that  we  got  from  the  8(a)  par- 
ticipants who  got  good  advice  in  management,  in  accounting,  in  fi- 
nance, in  inventory  control,  in  marketing,  the  kind  of  information 
they  need.  All  of  them  left  feeling  it  was  the  best  advice  they  had 
gotten  since  they  started  their  businesses. 

Another  thing  we  hope  to  do  is  use  the  7(j)  funds  primarily  for 
the  8(a)  firms.  We  now  use  60  percent  of  these  funds  for  8(a)  par- 
ticipants. The  appropriation  for  7(j)  has  been  decreased  down  to  $8 
million.  In  the  future,  we  plan  to  use  about  95  percent  of  those 
funds  on  8(a)  firms. 

Our  fourth  goal  is  to  encourage  Government  agencies  to  provide 
greater  contract  opportunities  for  8(a)  participants.  To  do  this  we 
propose  a  number  of  activities:  First,  we  support  legislation  to  es- 
tablish a  Government-wide  SDB  set-aside  program. 

Historically,  a  number  of  Federal  agencies,  as  you  all  well  know, 
have  not  met  their  goal  for  participation  of  small  disadvantaged 
businesses  in  their  total  contract  awards.  I  have  those  results  with 
me,  and  if  you  would  like  to  see  them,  I  am  prepared  to  give  them 
to  you.  But  a  large  number  of  Federal  agencies  don't  meet  the 
goals  we  have  today. 

We  also  want  to  ensure  the  continued  support  of  the  8(a)  Pro- 
gram from  each  of  these  Federal  agencies. 

Second,  we  want  to  support  legislation  to  establish  a  Govern- 
ment-wide electronic  system  to  announce  Federal  procurement  op- 
portunities. We  believe  this  will  increase  the  opportunities  for 
small  businesses  to  participate  in  the  system.  We  do  think  that  it  is 
time  for  the  Government  to  join  the  20th  Century  before  it  ends. 

We  also  want  to  establish  a  program  to  allow  agencies  to  con- 
tract directly  with  8(a)  firms,  removing  the  SBA  from  a  contract 
award  and  modification  process,  but  retaining  its  role  as  a  monitor 
of  compliance.  We  now,  as  you  know,  are  in  the  contracting  and 
subcontracting  business.  We  believe  changing  this  process  will  free 
up  people,  expedite  the  process,  and  give  us  a  chance  to  provide 
better  service  to  our  customers. 

Last,  we  plan  to  complete  the  management  information  system 
and  complete  it  in  as  short  a  period  of  time  as  we  possibly  can. 


8 

Going  forward,  we  would  like  to  put  together  a  working  group  to 
look  at  the  8(a)  Program  and  decide  how  we  go  forward.  Let  me  tell 
you  the  groups  that  we  would  like  to  get  involved  in  this  process. 

It  would  be  members  or  representatives  from  the  National  Asso- 
ciation of  Minority  Businesses;  from  the  Latin  American  Manage- 
ment Association;  from  the  National  Federation  of  8(a)  Companies; 
SBA  staff  members;  Small  Business  Committee  staff  members;  the 
Black  President's  Round  Table;  the  Hispanic  President's  Round 
Table;  the  Asian  American  Chamber  of  Commerce;  the  Native 
American  Indian  Association;  the  National  Association  of  Women 
Business  Owners;  and  other  similar  groups. 

What  we  want  to  do  is  put  this  group  together  to  deal  with  each 
of  the  questions  that  were  raised  in  the  earlier  part  of  my  testimo- 
ny and  also  to  discuss  potential  solutions  which  I  will  be  happy  to 
discuss  in  the  question  and  answer  period.  I  assure  you  we  do  have 
a  timetable,  we  have  a  time  line,  and  we  do  have  management  in 
place  who  have  been  charged  with  the  responsibility  of  meeting 
this  challenge. 

If  we  fail  to  meet  this  time  line,  and  if  we  fail  to  improve  the 
program,  I  will  replace  the  management.  If  we  fail  again,  the  Presi- 
dent should  replace  me.  This  President  is  committed  to  offering 
every  American  the  opportunity  for  economic  empowerment.  It  is  a 
priority  of  this  President.  Having  an  8(a)  Program  we  can  all  be 
proud  of  must  be  a  part  of  that  commitment. 

I  am  here  today  to  give  you  my  commitment  to  that  effort. 
Thank  you. 

[Mr.  Bowles'  and  Ms.  Watts'  statement  may  be  found  in  the  ap- 
pendix.] 

Chairman  LaFalce.  Thank  you  very,  very  much,  Mr.  Bowles,  for 
that  very  candid  and,  I  believe,  compelling  statement.  It  is  my 
intent  to  hear  from  the  other  witnesses  before  we  go  to  question- 
ing. 

I  have  a  little  note  from  Mr.  Flake  asking  thdt  I  recognize  him 
for  a  unanimous  consent  request. 

You  are  recognized  to  make  that  request,  Mr.  Flake. 

Mr.  Flake.  Thank  you  very  much,  Mr.  Chairman,  for  recognizing 
my  request  to  thank  Mr.  Bowles  for  the  honesty  and  candor  of  his 
testimony.  Mr.  Mfume  and  I  are  involved  in  the  redlining  markup 
for  the  Insurance  and  Banking  Committee. 

Chairman  LaFalce.  Mr.  LaFalce  is  also. 

Mr.  Flake.  Mr.  LaFalce. 

I  ask  unanimous  consent  to  revise  and  extend  my  remarks  and 
submit  questions  into  the  record.  In  addition,  I  would  request  a 
meeting  with  Mr.  Bowles  at  a  later  date  to  discuss  what  I  consider 
to  be  excellent  recommendations  for  the  8(a)  Program. 

With  that,  Mr.  Chairman,  thank  you  very  much.  I  yield  back. 

Chairman  LaFalce.  If  there  is  no  objection,  we  will  enter  that 
statement  into  the  record. 

[Mr.  Flake's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Let's  continue  now  and  hear  from  the  GAO, 
Ms.  Williams-Bridgers. 


TESTIMONY  OF  JACQUELYN  WILLIAMS-BRIDGERS,  ASSOCIATE 
DIRECTOR,  HOUSING  AND  COMMUNITY  DEVELOPMENT  ISSUES, 
RESOURCES,  COMMUNITY,  AND  ECONOMIC  DEVELOPMENT  DI- 
VISION, U.S.  GENERAL  ACCOUNTING  OFFICE 

Ms.  Williams-Bridgers.  Mr.  Chairman,  and  members  of  the  com- 
mittee. 

Chairman  LaFalce.  It  must  be  a  Httle  unique  to  have  the  admin- 
istrator say  that  everything  GAO  says  is  right  and,  as  a  matter  of 
fact,  they  could  be  even  stronger. 

Ms.  Williams-Bridgers.  It  is  a  pleasure  to  be  here  today  to  hear 
those  kind  comments  from  Mr.  Bowles.  We  are  pleased  to  be  here 
today  to  discuss  our  report  that  you  are  releasing  on  SBA's 
progress  in  implementing  changes  to  the  8(a)  business  development 
program  that  were  mandated  by  the  Business  Opportunity  Devel- 
opment Reform  Act  of  1988. 

The  Congress  enacted  these  reforms  because  the  8(a)  Program 
was  not  developing  8(a)  firms  into  viable  and  competitive  business- 
es. The  Congress  noted  that  gaining  access  to  the  8(a)  Program  was 
a  lengthy  and  burdensome  process,  program  administration  ^vas  in- 
efficient, and  few  firms  were  able  to  compete  successfully  in  the 
open  marketplace  upon  graduation. 

To  remedy  these  problems,  the  act  made  a  number  of  changes  to 
improve  the  8(a)  Program's  organization  and  participation  stand- 
ards, its  business  development  activities,  and  overall  management. 
These  changes  required  that:  SBA  develop  and  implement  a  proc- 
ess for  systematically  collecting  8(a)  Program  data;  SBA  annually 
report  to  the  Congress  on  the  program's  status  and  accomplish- 
ments; SBA  process  8(a)  Program  applications  within  90  days;  that 
it  obtain  revised  business  plans  from  8(a)  firms  so  that  SBA  could 
better  monitor  their  development;  that  it  annually  review  each 
business  plan  and,  with  the  8(a)  firm,  modify  the  plan  accordingly 
to  help  the  firm  achieve  its  business  development  goals;  and  that 
SBA  competitively  award  8(a)  contracts  which  exceed  a  certain 
dollar  threshold. 

Mr.  Chairman,  we  testified  before  this  committee  in  March  1992 
regarding  the  difficulties  that  SBA  was  having  in  implementing 
the  legislative  changes,  and  the  agency's  lack  of  a  reliable  program 
data  base  needed  to  effectively  manage  the  8(a)  Program. 

Because  of  these  problems,  you  requested  at  that  hearing  that  we 
continue  to  assess  SBA's  efforts  to  implement  the  mandated  re- 
forms. In  summary,  our  follow-on  review  has  disclosed  that  while 
SBA  has  made  some  progress  in  implementing  program  reforms,  it 
continues  to  have  difficulty  in  implementing  others. 

Specifically,  SBA  did  not  plan  the  redesign  of  the  8(a)  Program's 
management  information  system  in  accordance  with  Federal  regu- 
lations and  guidelines.  The  lack  of  proper  planning  has  contributed 
to  a  late  1995  estimated  completion  of  the  redesign  work,  some  5 
years  later  than  SBA  originally  estimated. 

Until  I  heard  Mr.  Bowles  cite  a  figure  today,  SBA  had  not  devel- 
oped a  total  estimated  cost  for  the  system's  redesign.  Moreover, 
SBA  has  little  assurance  that  the  redesign  alternative  that  it  se- 
lected is  the  most  cost  effective.  Without  an  effective  management 
information  system,  the  Congress  and  program  managers  cannot 
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determine  what  assistance  is  being  provided  to  8(a)  firms,  assess 
the  effectiveness  of  this  assistance,  or,  most  importantly,  assess  the 
8(a)  Program's  overall  effectiveness  in  developing  viable  and  com- 
petitive 8(a)  firms. 

The  need  for  such  information  on  program  accomplishments  has 
been  reinforced  with  the  recent  enactment  of  the  Government  Per- 
formance and  Results  Act  of  1993.  This  legislation  requires  Federal 
agencies  to  establish  clear  program  goals  and  to  gather  the  infor- 
mation necessary  to  measure  progress  toward  those  goals  and  to 
evaluate  program  performance. 

In  addition,  SBA's  certification  of  8(a)  Program  participants  con- 
tinues to  exceed  the  90  days  mandated  in  the  reform  act,  thereby 
hampering  firms'  access  to  the  8(a)  Program.  During  fiscal  year 
1992,  our  analysis  showed  that  SBA  took  an  average  of  170  days  to 
decide  whether  to  approve  or  decline  an  application.  Only  8  per- 
cent of  the  846  applications  were  processed  in  90  days  or  less, 
while,  at  the  same  time,  63  percent  of  the  applications  took  at  least 
151  days  to  process. 

The  Reform  Act  also  placed  increased  importance  on  the  busi- 
ness plan  as  a  tool  to  aid  a  firm's  business  development  and  pre- 
paredness for  competition  in  the  commercial  marketplace  after  it 
leaves  the  8(a)  Program.  While  most  8(a)  firms  have  new  or  revised 
business  plans  approved  by  SBA,  SBA's  ability  to  perform  the  re- 
quired annual  reviews  varies  among  its  field  offices  depending  on 
workload  and  staffing  conditions. 

While  the  value  of  the  8(a)  contracts  awarded  competitively 
during  fiscal  year  1992  exceeded  the  combined  value  of  the  prior  2 
fiscal  years,  the  distribution  of  8(a)  contracts  continues  to  be  con- 
centrated in  a  very  small  percentage  of  8(a)  firms. 

In  fiscal  year  1992,  50  firms,  or  fewer  than  2  percent  of  the  total 
firms  in  the  program,  received  about  $1  billion,  or  about  31  percent 
of  the  nearly  $4  billion  in  8(a)  contracts  and  contract  modifications 
awarded  during  the  fiscal  year.  Moreover,  during  fiscal  year  1992, 
54  percent  of  the  firms  in  the  program  did  not  receive  any  8(a)  con- 
tracts. 

While  SBA  has  improved  its  tracking  and  acquisition  of  manage- 
ment and  technical  assistance  provided  to  8(a)  firms,  it  still  needs 
to  develop  criteria  for  measuring  the  effectiveness  of  such  assist- 
ance. Additionally,  while  SBA  tracks  the  principal  SBA  Programs 
that  provide  financial  assistance  to  8(a)  firms,  it  still  does  not  know 
the  full  extent  of  financial  assistance  it  provides  to  all  of  these 
firms. 

In  conclusion,  Mr.  Chairman,  more  than  1  year  has  passed  since 
we  testified  on  the  problems  SBA  had  in  implementing  the  man- 
dated reforms  to  the  8(a)  Program.  While  SBA  has  made  some 
progress,  it  continues  to  have  difficulty  in  managing  the  8(a)  Pro- 
gram so  that  it  meets  the  requirements  of  the  act.  The  8(a)  Pro- 
gram still  needs  a  management  information  system  developed  in 
accordance  with  Federal  regulations  and  guidelines  that  can  pro- 
vide complete  and  accurate  information  on  all  aspects  of  the  pro- 
gram. 

Access  to  the  8(a)  Program  still  needs  to  be  improved;  8(a)  Pro- 
gram applicants  must  receive  timely  feedback  on  their  eligibility  to 
participate  in  the  program.  But  SBA's  ability  to  do  this  is  con- 
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strained  by  the  lack  of  a  tracking  system  that  can  provide  informa- 
tion on  where  and  why  application  processing  problems  are  occur- 
ring. 

Finally,  SBA  must  periodically  review  each  8(a)  firm's  business 
plan.  Without  such  a  review,  SBA  cannot  ensure  that  each  plan  is 
up  to  date;  that  the  8(a)  firm's  business  development  goals  are  real- 
istic; and,  most  importantly,  that  the  firm  is  progressing  toward 
achieving  its  goals. 

In  view  of  SBA's  progress  since  our  January  1992  report,  we  be- 
lieve that  the  recommendations  we  made  in  that  report  continue  to 
be  valid  and  should  be  implemented.  At  that  time,  we  recommend- 
ed that  SBA  fully  implement  an  automated  8(a)  Program  applica- 
tion tracking  system  and  work  to  meet  the  90-day  processing  time- 
frame, and  that  SBA  determine  the  amounts  of  financial  assistance 
it  provides  to  8(a)  firms. 

In  addition,  Mr.  Chairman,  in  our  report  to  you  today,  we  recom- 
mend that  SBA  complete  and  analyze  its  user's  requirements  for 
the  8(a)  Program  management  information  system,  document  that 
system's  design,  and  complete  the  system's  implementation  plan, 
all  in  accordance  with  Federal  regulations  and  guidelines.  We  rec- 
ommend that  SBA  direct  its  field  offices  to  annually  review  each 
approved  business  plan  as  required  by  law. 

That  concludes  my  summary  remarks  from  my  prepared  state- 
ment. I  am  accompanied  by  Rick  Smith,  the  evaluator  in  charge  of 
this  review  of  the  8(a)  Program.  We  would  be  glad  to  entertain  any 
questions. 

[Ms.  Williams-Bridgers'  statement  may  be  found  in  the  appen- 
dix.] 

Chairman  LaFalce.  Thank  you  very  much,  Ms.  Williams- 
Bridgers. 

Now  we  will  hear  from  our  final  panelist,  Ms.  Judith  Watts. 

Ms.  Watts,  it  is  my  understanding  that  you  will  address  some  of 
the  specific  concerns  raised  in  the  GAO  report,  and  also  some  of 
the  specific  concerns  raised  in  my  letter  of  invitation  to  the  SBA  of 
June  22.  If  you  would  introduce  yourself,  give  your  title,  and  pro- 
ceed as  you  wish. 

TESTIMONY  OF  JUDITH  A.  WATTS,  ASSOCIATE  ADMINISTRATOR 
FOR  MINORITY  SMALL  BUSINESS  AND  CAPITAL  OWNERSHIP 
DEVELOPMENT,  U.S.  SMALL  BUSINESS  ADMINISTRATION 

Ms.  Watts.  Thank  you.  I  am  Judith  Watts,  the  Associate  Admin- 
istrator for  Minority  Small  Business  and  Capital  Ownership  Devel- 
opment. Mr.  Chairman,  members  of  the  committee,  it  is  my  pleas- 
ure to  be  here  today  to  provide  information  relating  to  the  GAO 
followup  report  and  other  matters  that  are  of  interest  to  this  com- 
mittee. 

As  you  know,  the  current  report  is  a  followup  to  the  report 
issued  by  GAO  in  January  1992.  The  followup  report  acknowledges 
that  SBA  has  made  progress  in  correcting  some  of  the  deficiencies 
noted  in  the  original  report,  but  notes  we  do  have  continuing  diffi- 
culties in  some  areas.  Some  of  the  deficiencies  were  exacerbated  by 
agency  downsizing. 
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But  we  believe  that  when  our  new  systems  are  in  place,  im- 
proved efficiency  will  more  than  compensate  for  the  reduced  staff- 
ing levels.  I  will  address  the  six  areas  discussed  by  GAO  in  the 
order  that  they  appear  in  the  report. 

First,  the  followup  report  indicates  that  our  efforts  to  automate 
the  8(a)  Program  have  been  hampered  by  a  failure  to  properly  plan 
the  redesign  of  our  management  information  system.  In  addition, 
the  report  notes  that  the  absence  of  a  reliable  automation  system 
hampers  SBA's  ability  to  provide  Congress  and  its  own  program 
managers  with  timely  8(a)  Program  information. 

Although  our  planning  documents  were  not  in  the  required 
format,  our  computer  system  designers  worked  closely  with  the 
future  users  in  our  field  offices  to  assure  that  the  system  will  meet 
their  needs.  Overall,  the  automation  plan  has  been  sound  and 
progress  toward  full  implementation  is  being  made. 

The  first  phase  of  the  certification  tracking  system  is  online  and 
in  use  in  SBA's  central  office  as  well  as  in  our  central  office  duty 
stations.  The  certification  tracking  system,  or  CTS,  allows  SBA  to 
track  program  applications  from  the  date  of  initial  submission 
through  the  final  approval  or  decline  decision. 

This  system  also  captures  background  information  on  the  firm 
and  its  principals  that  will  be  transferred  to  the  servicing  part  of 
our  system  and  will  be  maintained  and  updated  to  provide  a  per- 
manent record  of  the  firm's  structure  and  ownership  over  time. 

GAO's  assertion  that  CTS  lacks  the  capability  to  identify  delays 
occurring  in  the  review  process  is  not  accurate.  The  CTS  system  is 
a  data  base.  Since  early  in  its  development,  we  have  had  the  ability 
to  manipulate,  sort,  and  report  on  the  data  that  the  system  con- 
tains. Additionally,  we  are  now  receiving  weekly  application  status 
reports.  These  reports  allow  us  to  better  identify  where  processing 
delays  are  occurring. 

However,  we  recognize  that  just  knowing  where  delays  are  occur- 
ring is  not  enough.  We  must  also  know  why  delays  are  occurring. 
We  have  worked  diligently  to  identify  where  and  why  delays  have 
occurred  and  what  we  can  do  to  prevent  such  delays  from  recur- 
ring in  the  future.  Our  decision  to  centralize  the  DPCE  function, 
which  Mr.  Bowles  has  outlined  for  you,  resulted  from  our  monitor- 
ing of  the  8(a)  application  process. 

The  first  segment  of  the  servicing  and  contracts  system  was  re- 
cently piloted  in  the  Richmond  district  office.  This  system,  which 
will  be  maintained  in  each  local  office,  maintains  critical  data  on 
each  firm's  day-to-day  activities  while  participating  in  the  8(a)  Pro- 
gram. This  includes,  among  other  things,  historical  financial  data, 
a  compilation  of  services  received  by  the  firm  from  other  SBA  Pro- 
grams, and  data  on  contracts  offered  and  awarded  to  the  8(a)  firm. 

We  recently  held  two  national  training  sessions  on  the  servicing 
and  contract  system,  or  SACS,  as  we  refer  to  it,  for  our  field  staff, 
and  a  third  session  is  planned  for  October.  We  anticipate  that  in- 
stallation of  SACS  in  all  field  offices  will  take  place  during  the 
fiscal  year  1994. 

The  second  problem  noted  is  SBA's  failure  to  attain  the  90-day 
timeframe.  GAO  indicates  the  average  processing  time  in  1992  was 
170  days.  This  shows  a  slippage  when  compared  to  the  prior  GAO 
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review  which  reported  an  average  application  processing  time  of 
117  days. 

As  Mr.  Bowles  has  stated,  our  actual  average  processing  times 
have  increased  since  the  GAO  followup  study  was  performed.  Earli- 
er in  this  testimony,  we  provided  a  chart  showing  the  actual  aging 
of  8(a)  Program  applications  that  are  presently  being  processed. 
The  slippage  in  processing  time  is  directly  attributable  to  two 
causes. 

One,  the  loss  of  staff;  and  two,  our  awkward  staffing  structure, 
which  necessitates  duplicative  reviews  in  the  duty  stations  and  in 
the  Central  Office  to  ensure  that  all  applications  receive  surveyor 
and  consistent  treatment. 

Since  October  1,  1991,  the  eligibility  division  has  lost  16  employ- 
ees directly  involved  in  processing  8(a)  Program  applications  in  the 
duty  stations.  We  have  also  lost  another  four  central  office  eligibil- 
ity division  employees. 

Despite  these  problems,  I  would  note  that  for  several  years  prior 
to  the  enactment  of  Public  Law  100-656  in  November  1988,  8(a)  ap- 
plication processing  timeframes  averaged  350  to  560  days.  There- 
fore, although  we  continue  to  exceed  the  90-day  processing  time- 
frame mandated  by  the  statute,  we  have  been  able  to  maintain  a 
much  shorter  processing  time  than  prior  to  1988,  with  no  sacrifice 
in  quality.  We  believe  that  centralization  of  the  certification  func- 
tion, coupled  with  effective  use  of  an  accurate  management  infor- 
mation system,  will  serve  to  finally  resolve  the  problems  noted  in 
the  GAO  report. 

Third,  the  GAO  draft  report  is  complimentary  of  the  progress 
that  SBA  has  made  in  establishing  systems  to  track  the  assistance 
it  provides  to  8(a)  firms  under  the  7(j)  management  and  technical 
assistance  programs.  The  draft  report  also  notes  that  SBA  has  con- 
tracted for  the  development  of  a  system  to  measure  the  ongoing  ef- 
fectiveness of  assistance  provided  under  the  7(j)  Program.  Work  has 
now  begun  on  this  contract,  and  we  will  keep  GAO  as  well  as  the 
committee  apprised  of  the  contract's  progress  in  this  endeavor. 

Forth,  the  draft  report  also  recognizes  that  SBA  is  now  tracking 
the  amount  of  financial  assistance  it  provides  to  8(a)  firms  through 
its  primary  lending  tools,  which  are  SBA  loan  guarantees,  the  8(a) 
direct  loan  program,  and  also  previously  allowed  advance  pay- 
ments. 

It  indicates,  however,  that  we  do  not  collect  information  on  fi- 
nancial assistance  provided  by  SBA-sponsored  Small  Business  In- 
vestment Companies  [SBIC's]  or  the  new  microloan  program.  As 
you  know,  SBA  does  not  lend  directly  to  businesses  under  the  SBIC 
or  microloan  programs.  We  have,  however,  discussed  this  issue 
with  managers  of  both  those  programs,  and  they  are  examining 
ways  to  efficiently  capture  data  on  individual  SBIC  and  microloan 
recipients  who  participate  in  the  8(a)  Program. 

Fifth,  in  its  prior  report,  GAO  criticized  SBA  for  not  taking  steps 
to  withhold  contracts  from  or  terminate  the  participation  of  8(a) 
firms  failing  to  file  new  business  plans  after  the  enactment  of 
Public  Law  100-656.  In  its  current  report,  GAO  acknowledges  that 
most  8(a)  firms  now  have  approved  business  plans,  and  that  SBA  is 
taking  appropriate  actions  in  those  cases  where  business  plans 
have  not  been  submitted. 
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Finally,  GAO  indicates  that  the  dollar  value  of  8(a)  contracts 
awarded  through  competition  has  improved  over  prior  fiscal  year 
levels.  We  agree  with  this  conclusion.  We  also  note  we  are  explor- 
ing changes  to  the  8(a)  competitive  process  that  could  serve  to  fur- 
ther improve  the  efficiency  and  use  of  this  process. 

When  discussing  the  contracting  process,  GAO  indicates  that  it 
believes  SBA  regulations  regarding  the  application  of  competitive 
thresholds  to  indefinite  delivery,  indefinite  quantity,  or  IDIQ-type 
contracts,  allows  agencies  to  circumvent  competition  requirements. 
This  contract  type  is  used  for  procurements  when  precise  quanti- 
ties and  delivery  of  supplies  or  services  are  unknown. 

For  contracts  of  this  type,  the  procuring  agency  generally  speci- 
fies the  minimum  dollar  amount  that  it  has  committed  to  the  pro- 
curement, as  well  as  the  total  estimated  value  of  the  procurement. 

When  attempting  to  implement  the  competition  requirements  of 
Public  Law  100-656,  SBA  determined  it  was  appropriate  to  base 
the  competitive  thresholds  on  the  minimum  guaranteed  amount, 
because  there  was  no  certainty  that  an  8(a)  firm  would  ever  realize 
significant  income  from  the  procurement. 

Despite  the  soundness  of  this  rationale,  SBA  is  aware  that  a 
great  potential  exists  for  procuring  agencies  to  use  the  IDIQ  ex- 
emption to  award  contracts  on  a  sole  source  basis,  thus  circumvent- 
ing the  requirement  for  competition. 

Therefore,  we  are  proposing  a  change  in  8(a)  regulations  to  re- 
quire that  IDIQ-type  contracts  be  treated  like  all  other  contracts 
when  determining  the  threshold.  Specifically,  the  threshold  will  be 
applied  to  the  total  estimated  value  of  the  contract,  including  op- 
tions. 

This  proposed  regulatory  change  will  be  published  for  public 
comment.  After  the  close  of  the  comment  period,  we  will  consider 
all  comments  received  and  will  determine  whether  our  proposed 
change,  or  any  other  change,  is  appropriate  to  resolve  the  IDIQ 
issue. 

Finally,  the  committee  asked  for  information  regarding  our  ad- 
ministration and  enforcement  of  the  competitive  business  mix  re- 
quirements. SBA  examines  compliance  with  competitive  business 
mix  requirements  as  part  of  its  annual  review  of  8(a)  participants 
in  the  transitional  stage  of  program  participation. 

Each  firm,  as  a  part  of  its  annual  update,  is  required  to  submit 
to  SBA  a  business  activity  report  showing  the  amount  of  8(a)  and 
non-8(a)  revenues.  Additionally,  our  regulations  require  that  pro- 
gram participants  in  the  transitional  stage  certify  that  they  are  in 
compliance  with  their  competitive  business  mix  targets  prior  to 
award  of  each  8(a)  contract. 

The  field  office  responsible  for  servicing  the  firm  then  deter- 
mines compliance  with  the  business  activity  target  based  on  a 
review  of  the  firm's  business  activity  report. 

In  its  implementing  regulations  published  in  August  1989,  SBA 
established  ranges  for  the  percentage  of  non-8(a)  revenues  each 
firm  must  achieve  during  its  transitional  stage.  The  regulations 
also  listed  the  remedial  measures  that  SBA  could  impose  on  firms 
that  fail  to  meet  the  required  mixes.  The  remedial  measures  range 
from  requiring  the  firm  to  obtain  management  and  technical  assist- 
ance to  possible  program  termination. 


15 

We  believe  that,  overall,  our  field  offices  are  appropriately  moni- 
toring participants'  compliance  with  the  statutorily  mandated, 
competitive  business  mix.  However,  because  we  have  learned  that 
there  is  some  inconsistency  in  the  application  of  competitive  busi- 
ness mix  requirements,  we  are  planning  to  provide  additional 
training  to  our  field  office  staff,  as  we  want  to  be  sure  that  when 
remedial  measures  are  necessary,  they  are  imposed  in  a  fair  and 
consistent  manner. 

This  will  conclude  my  response  to  the  GAO  report,  and  I  would 
like  to  thank  you  for  giving  me  this  opportunity.  I  would  also  like 
to  assure  you  that  I  am  deeply  committed  to  the  achievement  of 
positive  changes  in  the  8(a)  Program,  as  you  know  Mr.  Bowles  is.  I 
look  forward  to  working  toward  that  end. 

We  will  be  happy  to  answer  any  questions  that  you  may  have. 

Chairman  LaFalce.  Thank  you  very  much,  Ms.  Watts.  It  is  my 
intention  to  call  upon  the  Members,  to  the  best  of  my  knowledge, 
in  the  order  in  which  they  came  to  the  hearing.  But  I  am  going  to 
yield  my  time  because  of  the  Banking  Committee  markup  to  an- 
other colleague  from  the  Banking  Committee  who  also  happens  to 
be  the  chairman  of  the  Congressional  Black  Caucus,  Mr.  Mfume, 
for  any  questions  he  might  have.  You  may  take  my  time,  Mr. 
Mfume. 

Mr.  Mfume.  That  is  very  kind  of  you,  Mr.  Chairman.  I  will  have 
to  leave  in  a  few  moments.  I  don't  have  many  questions,  but  Mr. 
Bowles,  perhaps,  you  can  share  with  the  committee  your  thoughts, 
having  heard  the  testimony  of  Ms.  Williams-Bridgers  and  the  re- 
sponse by  Ms.  Watts,  your  thoughts  concerning  the  GAO  report, 
which  is  still  rather  damning,  I  think,  by  most  estimates. 

Mr.  Bowles.  Congressman,  as  I  said,  I  think  in  a  number  of 
areas  the  GAO  is  right,  and  I  think  Ms.  Watts  agreed.  I  think  in  a 
number  of  areas,  they  missed  the  point.  Let  me  give  you  an  exam- 
ple. 

I  think  Ms.  Watts  was  right  in  saying  that  we  don't  track  the 
relationship  our  8(a)  firms  have  in  the  microloan  program  because 
we  work  through  an  intermediary  there.  We  don't  track  their  rela- 
tionship of  the  funding  we  do  for  the  SBIC  Program  because,  again, 
we  work  through  venture  capitalists  there.  That  is  not  something 
we  have  done  with  any  of  our  other  programs,  whereas  we  did  do 
the  things  we  were  asked  to  do  in  the  first  report. 

So,  I  think  they  have  identified  a  number  of  problems.  I  do  think 
our  problems  are  much  larger  than  some  of  the  process  points  that 
were  brought  up  in  the  GAO  report.  If  I  were  looking  at  the  pro- 
gram, I  would  look  at  it  in  a  much  different  manner.  I  have  admit- 
ted that  our  process  takes  too  long.  I  have  admitted  that  it  is  too 
hard  to  get  into  the  program. 

But  what  we  have  to  do  is  give  better  business  development 
advice.  That  is  what  we  have  to  learn  how  to  do.  We  also  must 
make  it  easier  for  the  other  Federal  agencies  to  work  with  the  pro- 
gram so  that  we  can  secure  more  contracts. 

If  we  do  that,  I  believe  we  have  a  far  better  chance  for  the  firms 
that  leave  the  program  to  survive,  grow,  and  prosper.  That  is  what 
I  want  to  focus  my  effort  on.  That  is  how  I  want  to  define  success. 

Mr.  Mfume.  Thank  you,  Mr.  Chairman. 

Chairman  LaFalce.  Mrs.  Meyers. 
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Mrs.  Meyers.  Thank  you,  Mr.  Chairman.  Mr.  Bowles,  I  would 
like  to  address  this  question  to  you,  and  ask  if  you  are  aware  that 
there  are  people  who  charge  perspective  8(a)  firms  thousands, 
sometimes  maybe  tens  of  thousands  of  dollars  to  help  them  file 
their  applications.  Now,  this  application,  and  I  have  a  copy  here  of 
it  somewhere,  is  not  that  difficult,  and  if  you  are  planning  to  sini- 
plify  it,  what  are  you  planning  to  do  to  educate  prospective  appli- 
cants that  they  can  get  all  the  help  they  need  from  the  SBA  so 
that  we  won't  have  people  misled  and  spending  thousands  of  dol- 
lars to  try  to  get  an  application  filed? 

Mr.  Bowles.  Yes,  ma'am;  that  problem  exists  also  with  what 
people  charge  in  our  7(a)  Program  and  with  what  people  charge  in 
the  SBIC  Program.  There  are  packagers  in  each  one  of  the  pro- 
grams. As  you  know,  we  have  undertaken  a  hard  look  at  each  of 
SBA's  programs  to  see  how  we  can  reduce  the  paperwork  involved. 
We  have  focused  on  any  number  of  areas. 

In  our  small  loan  application  forms,  we  have  taken  it  from  a 
stack  this  thick  to  this,  the  stack  today.  That  is  a  pretty  significant 
change.  That  is  one  of  the  ways  we  are  working  to  make  it  easier 
for  people  to  get  into  the  program,  to  borrow  money  through  the 
SBA,  trying  to  remove  those  burdensome  forms  that  we  have  previ- 
ously required  people  to  fill  out. 

Two,  we  want  to  make  sure  we  offer  the  8(a)  firms  the  opportuni- 
ty to  become  a  part  of  a  larger  SBA,  to  make  use  of  our  SBDC  oper- 
ations, to  make  use  of  our  SCORE  operations,  our  SBI  operations, 
again,  to  make  it  so  that  we  can  help  them  in  the  application  proc- 
ess, and  we  do  also  plan  to  continue  to  work  to  simplify  the  forms 
even  further. 

What  we  hope  to  do  is  by  meeting  with  the  10  or  so  organiza- 
tions, meeting  with  our  customers,  talking  to  them  about  reforms, 
find  out  from  them,  the  customer,  those  requirements  they  think 
are  the  most  burdensome,  and  then  think  to  ourselves  which  we 
can  eliminate  and  which  we  really  need  and  the  reasons  we  need 
them,  and  then  go  from  there  to  try  to  make  it  easier  to  get 
through. 

Some  firms  may  still  need  to  go  out  and  hire  people  to  help  them 
put  together  the  package.  Some  firms  just  don't  have  the  ability  in- 
house  to  do  that.  It  is  no  different  than  some  major  corporations 
having  to  go  out  and  hire  investment  bankers  like  me  to  do  various 
jobs  for  them.  So,  people  will  always  have  to  seek  outside  help  de- 
pending on  their  own  internal  level  of  expertise,  but  we  can  do  a 
better  job  ourselves  in  simplifying  the  process. 

Mrs.  Meyers.  I  grant  that  this  is  a  complex  form,  and  I  grant 
that  most  of  us  have  to  have  help  or  at  least  seek  help  because  we 
are  very  busy  people,  as  these  business  people  are,  and  we  seek 
help  in  doing  our  own  income  tax  forms  every  year.  So,  it  isn't  like 
it  is  a  bad  thing.  I  just  don't  want  to  see  anyone  taken  advantage 
of  I  think  in  some  cases  they  are.  I  would  like  to  see  the  applicants 
advised  that  there  is  help  available  at  the  SBA  so  they  won't  pay 
extraordinary  sums. 

Ms.  Watts.  Mrs.  Meyers,  if  I  may  add,  one  tool  we  have  devel- 
oped to  assist  in  this  regard  is  an  application  preparation  manual, 
and  we  think  that  this  will  better  enable  those  particular  individ- 
uals who  would  like  to  complete  their  own  application.  It  gives 
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them  a  step-by-step  kind  of  an  accounting  and  explanation  of  what 
each  particular  area  is  looking  for. 

I  think  that  it  will  be  quite  helpful  because  we  know  that  Gov- 
ernment forms  are  just  intimidating.  There  are  people  who  have 
assistance  in  filling  out  a  short  IRS  tax  form.  Because  it  is  intimi- 
dating, we  think  this  manual  will  help  considerably  in  clarifying 
exactly  what  it  is  we  are  looking  for. 

Mrs.  Meyers.  Thank  you,  Mr.  Chairman. 

One  other  question,  because  there  are  a  lot  of  us  here  today  and 
a  lot  of  us  who  want  to  ask  questions. 

Mr.  Bowles,  you  mentioned  streamlining  the  application  process 
by  eliminating  the  duty  stations.  However,  I  know  at  least  one  ex- 
ample of  an  applicant  whose  application  has  been  in  Washington 
since  June  7.  According  to  my  inquiries,  that  application  won't  be 
processed  for  another  3  or  4  weeks.  That  sounds  as  if  there  are  seri- 
ous problems  in  the  Washington  office  rather  than  in  the  duty  sta- 
tions. 

Maybe  I  should  ask  you  and  Ms.  Watts  how  you  intend  to  ad- 
dress that. 

Mr.  Bowles.  I  hope  that  one  of  the  things  I  admitted  up  front  is 
that  all  of  our  problems  are  not  in  the  COD's  by  any  stretch  of  the 
imagination.  The  problem  with  the  COD  structure  is  that  it  re- 
quired duplicative  reviews.  We  were  doing  the  same  thing  in  two 
separate  places.  It  didn't  make  any  sense  at  all  to  either  Judith  or 
to  me.  We  believed  we  could  rationally  eliminate  the  field  office 
function. 

That  doesn't  mean  that  we  don't  have  problems  here  in  the 
Washington  office.  We  are  focused  on  those.  You  could  have  gotten 
customers  of  ours  who  used  the  8(a)  Program  who  would  have 
given  you  an  even  longer  response  time  once  their  document  got  to 
Washington  than  the  one  you  got.  We  are  aware  of  the  problem, 
and  what  we  are  trying  to  do  is  put  together,  over  the  next  120 
days,  a  plan  that  will  allow  us  to  end  that  problem. 

Mrs.  Meyers.  Thank  you  very  much.  I  appreciate  the  testimony 
of  all  the  witnesses,  and  I  am  sorry  I  am  having  to  go  back  and 
forth  between  two  hearings  this  morning,  but  thank  you  very 
much. 

Chairman  LaFalce.  Thank  you.  I  do  want  to  make  sure  all  Mem- 
bers are  aware  that  we  did  schedule  this  hearing  as  early  as  June. 
We  tried  to  accommodate  the  schedule  of  the  Administrator  of  the 
SBA.  So,  this  was  a  long-planned  hearing. 

Any  other  committees  that  scheduled  hearings  or  markups  today 
did  so  after  we  scheduled  this  hearing. 

Mr.  Hilliard. 

Mr.  Hilliard.  Thank  you  very  much,  Mr.  Chairman.  I  am  sorry 
about  the  committee  conflicts.  I  have  one  also.  I  do  have  a  question 
I  want  to  ask. 

Mr.  Bowles,  will  you  turn  to  page  20,  please,  of  the  report?  I  un- 
derstand that  this  was  prepared  jointly  or,  perhaps,  at  your  guid- 
ance. Would  you  read  that  paragraph  for  me,  starting  at  'T  strong- 
ly believe"  at  the  bottom  of  page  20? 

Mr.  Bowles.  Yes,  sir;  I  will.  I  think  you  may  have  a  later  draft 
than  I  do. 

Mr.  Hilliard.  Your  testimony. 
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Mr.  Bowles.  I  have  an  earlier  draft,  I  am  sorry. 

"I  strongly  believe  in  the  8(a)  Program  changes  that  I  have  an- 
nounced here  today.  However,  you  have  my  pledge  that,  in  looking 
to  ways  to  improve  the  8(a)  Program,  I  will  not  lose  sight  of  my 
commitment,  nor  that  of  President  Clinton's,  to  provide  greater 
access  for  small  businesses  owned  by  disadvantaged  individuals.  I 
will  not  sacrifice  urgency  for  expediency,  and  I  will  not  make 
choices  regarding  changes  just  because  they  are  easy  or  less  contro- 
versial." 

I  assure  you.  Congressman  Hilliard,  I  wrote  that  myself.  I  also 
assure  you  I  tried  to  say  that  in  the  same  terms  in  my  remarks. 

Mr.  Hilliard.  Just  wanted  to  be  sure  so  next  year  when  you 
come  back  before  us,  and  we  look  at  the  progress  that  I  hope  you 
have  made,  that  still  will  be  your  objective,  your  aim,  your  goal, 
and  it  will  be  reflective  in  the  report  you  give. 

Mr.  Bowles.  Congressman  Hilliard,  I  hope  will  you  hold  me  ac- 
countable. 

Mr.  Hilliard.  I  will.  Thank  you. 

Chairman  LaFalce.  I  think  I  can  promise  you  that  next  year, 
earlier  than  September,  we  will  have  a  hearing,  and  we  will  have 
both  GAO  and  SBA  here.  I  think  it  is  necessary  to  have  this  dual 
presentation.  After  the  hearing,  we  are  going  to  ask  GAO  to  keep 
its  eye  on  SBA  and  SBA's  future  assertions  about  how  much 
progress  it  has  made.  Mr.  Machtley. 

Mr.  Machtley.  Thank  you  very  much,  Mr.  Chairman. 

Going  back  to  my  opening  remarks  about  outcome  orientation  as 
opposed  to  merely  processing,  it  seems  that  we  can't  lose  sight  of 
that,  and  if  we  get  so  hung  up  on  focusing  on  the  90  days  and  the 
10-day  process,  that  we  might  not  help  more  additional  firms.  So,  I 
would  hope  that  as  you  establish  some  sort  of  goal,  that  we  can 
measure  your  progress  when  you  come  back  here.  We  are  not 
solely  going  to  look  at  those  processes,  but  look  at  some  other  indi- 
ces of  success. 

Now,  I  am  looking  at  page  15  of  the  testimony,  which  may  be  dif- 
ferent, and  it  indicates  that  in  1990,  there  were  3,645  firms  in  the 
8(a)  Program,  and  1,914,  or  about  53  percent,  did  not  receive  any 
8(a)  Program  contracts  during  the  fiscal  year.  Then  I  see  that  the 
number  was  55  percent  in  1991  and  54  percent  in  1992. 

I  would  assume,  in  addition,  that  the  reason  we  are  trying  to  get 
the  process  days  down  is  so  we  can  get  more  firms  involved  and  get 
more  long-term  minority  ownership  companies  long-term  viability. 
You  had  indicated  in  your  testimony  that,  perhaps,  as  low  as  40 
percent  have  been  successful.  I  am  not  sure  if  that  was  exact. 

Mr.  Bowles.  Forty  percent  had  failed. 

Mr.  Machtley.  Can  you  say  whether  or  not  we  are  going  to  focus 
on  these  percents  of  firms  which  are  in  the  8(a)  which  are  going  to 
be  able  to  actually  participate  as  a  goal  in  addition  to  the  process, 
and,  if  so,  do  you  have  a  number  that  you  are  going  to  try  to  make 
as  your  goal?  Or  do  you  anticipate  you  will  be  able  to  give  us  some- 
thing subsequent  to  this  hearing,  so  when  you  come  back  we  can 
see,  is  the  8(a)  Program  helping  more  minority  firms  to  get  in- 
volved as  opposed  to  you  as  an  agency  been  able  to  streamline  the 
process,  but  the  bottom  line  is  no  additional  minority  firms  are  suc- 
cessful? 
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Mr.  Bowles.  I  think  we  want  to  do  both.  Again,  I  want  to  be  ab- 
solutely candid  with  you.  I  think  we  do  have  to  make  the  process 
itself  operate  more  efficiently  and  more  effectively.  We  really  must 
do  that.  We  have  limited  capital  dollars  to  work  with,  and  we  have 
to  use  those  dollars  much  more  wisely  than  we  have  in  the  past. 

Two,  we  do  want  to  make  it  easier  for  those  to  get  into  the  pro- 
gram. But  if  we  continue  to  expand  the  program  and  don't  expand 
the  number  of  contracts  that  are  available,  we  haven't  really  ac- 
complished an3d:hing,  because  we  will  just  increase  the  number  of 
participants  who  do  not  get  any  contracts. 

I  think  we  have  to  do  a  couple  of  things.  As  we  make  it  easier  to 
get  into  the  program,  we  have  to  look  at  some  qualitative  measures 
to  make  sure  we  offer  better  business  development  advice.  Then 
what  we  have  to  do  is  be  prepared  to  go  to  the  Congress,  and  get 
you  to  help  us  expand  the  contracting  opportunities  for  8(a)  firms 
and  for  the  SDB  Program,  and  then  we  can  give  better  business  de- 
velopment advice,  and  we  can  remove  some  of  the  requirements 
that  are  imposed  on  agencies  to  work  with  8(a)  firms  in  the  SDB 
process. 

If  we  do  that,  I  believe  we  will  increase  the  number  of  contracts, 
we  will  provide  better  business  development  advice,  and  we  will 
have  more  people  coming  in.  Hopefully,  we  can  spread  out  the  op- 
portunities so  we  don't  have  such  a  bulge  with  such  a  few  firms 
getting  most  of  the  contracts,  and,  at  the  end  of  the  day,  we  will 
have  a  program  where  more  companies  survive. 

Again,  we  hope  to  come  to  you  with  the  measures  that  you  need 
to  judge  success.  Some  will  be  qualitative  and  some  will  be  quanti- 
tative. Then,  hopefully,  before  a  year  from  now,  but  at  least  by  a 
year  from  now,  we  will  be  able  to  look  at  what  we  said  we  would 
do,  and  look  at  what  we  have  done,  and  see  if  we  achieved  our 
goals. 

Mr.  Machtley.  Do  you  have  a  specific  number  on  a  quantitative 
measurement  of  outcome? 

Mr.  Bowles.  At  this  time  what  we  would  like  to  do,  as  I  told  you, 
is  have  a  series  of  meetings  set  up  where  we  are  going  to  go  out 
and  meet  with  our  customers,  get  their  advice,  talk  about  the  proc- 
ess, and  decide  together  what  is  a  reasonable  number.  We  would 
like  to  involve  the  staff  of  your  subcommittee,  your  own  individual 
staffs,  if  you  would  like  to  be  involved,  in  order  to  reach  some  kind 
of  definitive  goals  and  objectives  that  everybody  agrees  to  as  rea- 
sonable. 

One  of  the  things  that  may  come  out  of  this  is  we  may  have  to 
come  back  to  you  and  tell  you  we  can't  process  8(a)  applications  in 
90  days.  One  of  the  things  that  Judith  Watts  thinks  is  that  we  can 
get  to  the  90  days  by  removing  the  COD's  from  the  systems  and 
making  some  of  the  other  changes  we  propose  today.  But  it  may  be 
after  we  get  a  chance  to  look  at  it  that  we  can't. 

I  want  to  come  back  and  tell  you  what  we  can  and  can't  do.  I 
don't  want  to  overpromise.  I  want  us  all  to  have  the  same  level  of 
expectation  for  the  program.  At  the  end  of  the  day,  what  we  are 
trying  to  get  is  true  economic  empowerment  for  small  and  economi- 
cally disadvantaged  firms. 

Mr.  Machtley.  I  would  hope  before  the  next  hearing  we  could 
get  a  specific  indicia  of  goals  that  you  are  trying  to  achieve  in  num- 
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bers  of  how  many  firms  we  want  to  try  to  assist  and  what  percent 
do  we  want  to  participate  of  those  who  are  participating  as  opposed 
to — right  now  what  I  am  worried  about  is  the  GAO  report  will  con- 
trol, and  we  will  end  up  a  year  from  now  not  having  expanded  the 
8(a)  Program. 

Mr.  Bowles.  Congressman,  there  is  not  a  thing  you  said  that  I 
don't  agree  with.  I  want  to  involve  our  customers,  and  I  want  to 
involve  the  staff  and  other  people  outside  of  our  agencies  so  we  are 
not  so  myopic  in  our  viewpoint. 

Chairman  LaFalce.  Ms.  Williams-Bridgers,  did  you  have  some 
comments? 

Ms.  Williams-Bridgers.  Congressman,  I  think  you  are  making 
some  excellent  points  about  the  need  to  focus  on  outcome.  One  of 
the  points  that  we  are  trying  to  make  in  our  report  and  in  the  tes- 
timony today  is  that  in  order  to  be  able  to  measure  progress  toward 
a  desired  outcome,  you  need  first  the  data  to  tell  you  where  your 
problems  are.  We  have  clearly  both  admitted  where  the  problems 
are  in  this  program.  Now,  what  we  need  to  do  is  to  begin  trying  to 
find  out  what  the  root  causes  of  those  problems  are,  and  to  be  able 
to  identify  some  specific  performance  measures  to  move  us  toward 
the  desired  outcomes. 

I  have  heard  Mr.  Bowles  say  before  that,  perhaps,  one  of  the  per- 
formance measures  that  SBA  wants  to  look  at  is  how  long  firms 
stay  in  business  once  they  graduate  from  the  8(a)  Program.  It  is  an 
excellent  performance  measure,  an  excellent  goal  to  try  to  achieve. 

Another  area  where  I  think  that  we  might  need  some  informa- 
tion is  trying  to  identify  why  firms,  once  they  obtain  certification, 
do  not  proceed  successfully  through  the  program.  It  may  be  that 
the  end  result  or  desired  outcome  for  some  of  these  firms  is  certifi- 
cation in  and  of  itself.  Do  we  know  how  many  firms  are  seeking 
successfully  State  and  local  contracts  and  don't  seek  Federal  pro- 
curement contracts  once  they  have  obtained  certification? 

Also,  we  may  possibly  need  programs  on  a  more  routine  basis. 
Mr.  Bowles  has  certainly  made  some  giant  steps  toward  this  goal  in 
writing  letters  to  all  of  the  8(a)  firms  now  participating  in  the  pro- 
grams. But  information  is  needed  on  a  more  routine  basis  from 
firms  that  are  currently  participating  in  the  8(a)  Program,  as  well 
as  firms  that  had  graduated  from  the  program,  as  was  done  many 
years  ago  in  the  Senate  survey  of  graduates.  That  survey  had  very 
low  response  rates,  but,  perhaps,  such  a  survey  needs  to  be  done 
again  and  on  a  more  routine  basis  so  that  we  can  continue  to  make 
improvements  in  the  overall  process. 

Chairman  LaFalce.  Thank  you.  Mr.  Thompson. 

Mr.  Thompson.  Thank  you,  Mr.  Chairman.  First  of  all,  let  me 
say  to  the  Administrator,  I  appreciate  your  candor  in  recognizing 
that  there  are  some  problems.  Like  some  of  the  other  Members 
here,  I,  too,  am  inundated  with  complaints  from  people  who  are 
trying  to  get  in  the  program  or  who  are  in  the  program.  I  guess  for 
me,  first  of  all,  since  you  have  been  here,  have  you  had  an  opportu- 
nity to  visit  an  8(a)  firm? 

Mr.  Bowles.  I  probably  have.  I  didn't  go  specifically  because  it 
was  an  8(a)  firm.  I  have  hired  an  8(a)  firm  since  I  came  to  the  SBA 
to  do  a  study  for  the  SBA. 
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But  I  haven't  specifically  gone  out  to  a  small  business  that  I 
know  for  sure  was  an  8(a),  if  I  recall.  I  have  gone  to  lots  of  small 
businesses,  but  I  don't  know  if  they  were  an  8(a)  firm  or  not. 

I  didn't  specifically  go  to  it  because  it  was  an  8(a)  firm.  I  have 
met  with  8(a)  owners  in  my  office  or  other  places  in  the  SBA.  But  I 
haven't  specifically  gone  to  one  because  it  was  an  8(a)  firm. 

Mr.  Thompson.  Well,  given  the  high  priority  that  we  are  sup- 
posedly giving  the  program,  I  would  encourage  you  taking  that  op- 
portunity. I  think  it  would  help  personally  some  of  us  who  had  that 
opportunity  to  leave  with  a  different  impression,  that  they  are 
really  trying,  but  somehow  the  program  is  really  strangling  them. 

Mr.  Bowles.  I  have  been  with  a  number  of  owners,  but  you  are 
right,  I  should  definitely  go  and  visit  with  one. 

Mr.  Thompson.  Moving  farther  with  the  7(j)  Program,  I  noticed 
that  you  have  hired  a  number  of  people  to  provide  technical  assist- 
ance to  your  8(a)  contractors,  how  many  of  those  are  minority? 

Mr.  Bowles.  I  don't  know  the  percentage.  Do  you  know  Judith? 

Ms.  Watts.  I  don't  know  the  exact  percentage.  We  do  have  a  sig- 
nificant number  that  are  8(a)  firms  themselves.  I  don't  know  the 
exact  percentage  or  number  that  happen  to  be  minorities. 

Mr.  Thompson.  Well,  can  you  provide  this  committee,  along  with 
myself,  the  name,  and  whether  they  are  8(a)  contractors,  and 
whether  they  are  minorities? 

Ms.  Watts.  Certainly. 

Mr.  Thompson.  I  think  it  would  speak  well  for  the  agency  if  you 
are  contracting  with  minorities  to  help. 

Mr.  Bowles.  Absolutely  we  are,  and  we  do  make  an  effort  to  use 
8(a)  firms  whenever  practical  and  possible  to  provide  the  services. 
However,  we  aren't  able  to  control  who  responds  to  our  solicita- 
tions. But  we  do  make  every  effort  to  use  as  many  8(a)  firms  as  pos- 
sible, including  awarding  a  portion  of  the  7(j)  cooperative  agree- 
ments directly  to  8(a)  firms. 

Mr.  Thompson.  But  I  hope  you  understand  the  inconsistency  in 
working  with  small  minority  disadvantaged  firms,  and  only  having 
majority  firms  providing  the  technical  assistance. 

Mr.  Bowles.  I  have  some  percentages,  but  I  am  not  sure  that 
they  are  right,  but  I  think  when  you  see  the  percentages,  you  will 
be  very  pleased.  I  want  to  make  sure  they  are  right. 

Mr.  Thompson.  All  right.  I  appreciate  that.  With  respect  to  how 
you  facilitate  people  in  your  programs  to  procure  services  and  bid 
on  contracts,  one  of  the  concerns  I  hear,  too  often,  is  that  after  I 
am  negotiating  with  a  Government  agency,  I  am  negotiated  to 
death  and  ultimately  cannot  negotiate  the  contract  because  that 
agency  is  not  committed  to  working  with  a  minority  business. 

What  assistance  do  you  presently  offer  businesses  that  are 
having  difficulty  contracting  with  other  Federal  agencies? 

Ms.  Watts.  Our  MSB  people  in  our  field  offices  do  work  with 
companies  that  desire  it  and  that  need  it  in  the  negotiation  process 
when  it  is  a  sole-source  contract.  So,  we  do  have  people  available  to 
work  with  them  in  those  negotiations,  if  they  do  request  it. 

Mr.  Thompson.  Have  you  provided  those  individuals  on  the  pro- 
gram with  the  information  that  this  service  is  available? 

Ms.  Watts.  Yes;  in  fact,  each  participant  has  a  business  opportu- 
nity specialist  assigned  to  them  in  their  respective  SBA  district 
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office  who  works  with  them,  and  that  is  one  of  the  types  of  assist- 
ance that  is  available  if  they  need  assistance  in  that  negotiation 
process. 

Of  course,  we  also  try  to  assist  them  through  management  and 
technical  assistance  providers  in  knowing  and  learning  the  process 
to  better  equip  them  to  negotiate. 

Mr.  Thompson.  Well,  maybe  I  have  a  particular  request  of  the 
administrator. 

Chairman  LaFalce.  Mr.  Thompson,  I  have  to  ask  you  to  finish 
up. 

Mr.  Thompson.  I  would  like  you  to  look  at  the  Mississippi  oper- 
ation consistent  with  what  you  just  said. 

Ms.  Watts.  Sure. 

Mr.  Thompson.  Last,  Mr.  Administrator,  a  comment  on  your  feel- 
ings on  the  transfer  of  this  program  to  Commerce. 

Mr.  Bowles.  As  part  of  the  President's  National  Performance 
Review,  we  did  take  a  hard  look  at  it,  of  combining  the  8(a)  Pro- 
gram and  the  Commerce  Department  MBDA  Program.  We  went 
into  the  proceeding  with  a  clean  sheet  of  paper  with  no  precon- 
ceived ideas  as  to  where  those  two  programs  should  be  housed, 
whether  they  should  be  housed  separately  or  jointly  at  SEA  or 
jointly  at  Commerce. 

The  preliminary  findings  of  the  group  is  that  we  have  a  lot  of 
work  to  do  to  make  the  programs  more  efficient,  more  effective, 
and  better  for  our  customers.  We  do  have  a  joint  group  set  up  now 
to  continue  those  discussions,  but  we  have  not  reached  a  final  con- 
clusion at  this  point  in  time. 

Mr.  Thompson.  Thank  you. 

Chairman  LaFalce.  Our  next  colleague  is  Mr.  Torkildsen. 

Mr.  Torkildsen.  Thank  you,  Mr.  Chairman.  I  want  to  thank  all 
the  witnesses  for  their  testimony.  Mr.  Bowles,  the  very,  very  candid 
comments  on  your  part  are  terrific.  We  don't  always  hear  those  up 
here. 

I  think  you  have  given  us  some  very  clear  measures  by  which  to 
judge  your  plan  to  straighten  out  the  mess  in  the  8(a)  Program. 
That  is  very,  very  positive. 

Granted,  it  may  not  solve  every  problem,  but  having  run  a  very 
small  agency  for  the  Commonwealth  of  Massachusetts,  I  think  I 
have  a  little  sense  of  what  you  have  to  deal  with  because  getting 
the  bureaucracy  to  change  direction  is  sometimes  a  Herculean 
task.  It  is  not  easy  by  a  longshot. 

While  some  of  the  comments  that  my  colleagues  have  made  are 
on  target,  my  judgment  next  year  will  be  "can  you  change  the  di- 
rection?" That  is  going  to  be  the  first  step. 

Are  you  reducing  the  delays  in  the  SBA?  Are  you  increasing  the 
numbers  of  firms  participating  and  the  quality  of  advice  or  how 
many  firms  have  a  long-term  existence  or  success  record?  You  have 
to  walk  before  you  can  run. 

If  you  can  come  back  next  year  and  say  that  you  have  changed 
the  direction  in  all  those  areas,  that  will  be  a  major  improvement. 
Then  maybe  that  would  be  the  time  to  go  into  hard  numbers  as  a 
measurement.  But  I  commend  you  for  recognizing  the  problem. 

Chairman  LaFalce.  Mrs.  Clayton. 
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Mrs.  Clayton.  I  am  not  going  to  be  able  to  ask  all  my  questions, 
and  so  I  hope  that  I  will  have  the  opportunity  to  speak  with  the 
Administrator.  But  I  commend  the  Administrator  and  the  GAO  for 
giving  us  some  of  the  deficiencies,  for  being  frank  and  honest  that 
there  are  opportunities  to  improve  that. 

One  of  the  concerns  that  I  would  like  you  to  speak  to  is  the  per- 
formance of  the  various  governmental  agencies  that  are  supposed 
to  be  working  with  minority  firms  and  what  you  have  found  to  be 
the  most  successful  agency  that  has  met  their  goals  and  the  one 
that  is  least  successful. 

Mr.  Bowles.  Congresswoman  Clayton,  I  have  before  me  the  SDB 
share  of  the  Federal  prime  contracts  by  Federal  agencies.  I  also 
have  the  same  information  of  their  8(a)  goals  and  their  actual 
achievements. 

Mrs.  Clayton.  Would  you  share  that  with  all  the  Members? 

Mr.  Bowles.  Yes;  what  I  would  like  to  do  is  tell  you  those  that 
met  their  goals  and  those  that  did  not. 

Chairman  LaFalce.  Are  you  talking  about  8(a)  or 

Mr.  Bowles.  I  have  both,  SDB  and  8(a). 

Chairman  LaFalce.  Just  give  us  the  8(a)  goals  and  results. 

Mr.  Bowles.  On  the  8(a)  side,  those  that  met  their  goal  were  the 
Department  of  Commerce,  the  Department  of  Energy,  the  Depart- 
ment of  Health  and  Human  Services,  Interior,  Justice,  State, 
Transportation,  Treasury,  which  did  a  very  good  job,  and  Veterans. 

Those  that  did  not  were  Agriculture,  Defense,  Education,  Hous- 
ing and  Urban  Development,  Labor,  EPA,  GSA,  NASA,  and  TVA. 

Mrs.  Clayton.  Thank  you,  Mr.  Administrator. 

Chairman  LaFalce.  Why  don't  you  provide  both  documents  to 
every  Member  of  the  committee,  just  the  portions  relating  to  8(a). 

Mrs.  Clayton.  I  think  the  point  is  that  we  have  some  work  to  do 
here  in  the  Government. 

Chairman  LaFalce.  Do  you  have  additional  questions? 

Mrs.  Clayton.  No. 

Chairman  LaFalce.  Mr.  Dickey. 

Mr.  Dickey.  Mr.  Bowles,  I  have  the  manager  of  one  of  my  busi- 
nesses here.  Glen  Barnes,  and  I  am  sitting  here  thinking  about 
something  we  did,  and  I  wanted  to  see  if  you  might  consider  the 
same  thing. 

We  took  a  chance  and  took  a  risk  in  an  operation  that  is  a  $2- 
million  business.  He  is  the  sole  manager  of  it,  but  we  took  a  chance 
by  reducing  the  number  of  employees  to  gain  efficiency.  Have  you 
all  ever  thought  about  doing  that? 

Mr.  Bowles.  We  are  doing  that.  That  is  exactly  what  we  are 
doing. 

Mr.  Dickey.  Is  that  going  to  be  a  scapegoat  for  further  delays,  or 
are  you  still  going  to  put  the  fast  track  provisions  in? 

Mr.  Bowles.  I  have  not  made  any  excuses  or  asked  for  a  scape- 
goat. I  asked  that  I  be  held  accountable,  and  I  continue  to  be.  I  said 
if  I  didn't  do  the  job,  you  should  get  rid  of  me. 

Mr.  Dickey.  I  understand  that,  but  if  you  reduce  the  number  of 
people,  they  have  to  somehow  shoot  through  some  of  the  regula- 
tions to  get  the  work  out;  isn't  that  correct? 
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Mr.  Bowles.  Absolutely.  We  are  going  to  have  fewer  people, 
fewer  dollars,  and  more  demands  on  our  services,  so  we  must 
become  more  efficient.  Any  business  manager  knows  that. 

Mr.  Dickey.  All  right.  The  next  thing  is  that  we  had  the  prob- 
lems with  limited  resource  people  of  their  not  having  adequate 
training.  Franchising  provides  an  unusual  opportunity  for  people 
to  get  opportunities  and  have  some  structure  put  around  them  to 
preserve  the  franchise  asset  and  ideas. 

Is  there  any  specific  directions  that  you  are  having  toward  fran- 
chising as  far  as  helping  limited  resource  people  to  get  into  that 
business? 

Mr.  Bowles.  No. 

Mr.  Dickey.  Is  there  an3rthing  you  could  do? 

Mr.  Bowles.  Perhaps.  Again,  I  am  downsizing  the  SBA.  I  am 
taking  dollars  and  people  out  of  the  system.  We  neither  have  the 
dollars  or  the  people  to  be  all  things  to  all  people.  We  are  going  to 
have  to  focus  our  efforts  to  be  efficient  and  effective. 

I  cannot  tell  you  today  that  we  are  going  to  focus  on  franchising 
as  one  of  the  activities  that  we  are  going  to  pursue. 

Mr.  Dickey.  I  am  going  to  tell  you  from  experience  that  will  give 
the  limited  resource  people  a  structure  that  would  help  them,  and 
it  would  not  require  other  agencies  to  give  advice  or  other  compa- 
nies to  give  advice. 

Mr.  Bowles.  I  agree  with  you,  franchising  presents  great  oppor- 
tunities for  many  people  who  would  like  to  become  small  business 
owners.  I  have  been  involved  in  franchising,  so  I  am  a  great  believ- 
er in  it. 

I  am  just  not  sure  that  we  will  have  a  program  at  the  SBA  that 
will  go  directly  toward  franchises  through  our  7(a)  lending  oper- 
ation or  through  our  business  development  work.  We  work  with 
people  who  are  interested  in  franchising  to  make  sure  they  under- 
stand the  opportunities,  but  we  don't  have  a  program  at  how  do 
you  go  about  getting  into  a  franchise. 

Mr.  Dickey.  OK.  I  have  one  other  statement,  then, ,  Mr.  Chair- 
man, if  I  may.  I  heard  the  comment  from  my  colleague,  Mr. 
Thompson,  about  how  many  minorities  were  in  the  advisory  capac- 
ities and  whether  or  not  you  have  8(a)  firms  working  on  it.  I  think 
sometimes  we  get  too  concerned  about  it. 

I  just  hope  that  we  will  look  at  the  outcome  and  not  worry  about 
who  is  delivering  it,  because  our  situation  is  so  critical  now  that  we 
need  to  get  the  best  people  and  the  ones  with  the  most  experience, 
and  for  us  to  do  a  quota  business  might  be  harming  the  whole  goal. 
Which  may  sound  like  it  is  contradictory,  but  I  don't  think  it  is.  It 
is  more  expeditious.  What  comment  do  you  have  on  that? 

Mr.  Bowles.  I  intend  to  do  both.  I  intend  to  make  sure  that  we 
make  every  effort  to  make  sure  that  we  give  minority  firms  every 
opportunity  to  provide  advice.  Again,  I  believe  that  is  an  obligation, 
and  it  is  the  right  thing  to  do. 

It  is  also  within  the  President's  guidelines  of  working  to  make 
sure  that  every  firm  has  the  opportunity  for  economic  empower- 
ment. At  the  same  time,  I  want  to  make  sure  that  all  the  firms 
that  we  hire  to  give  advice  have  the  ability  to  give  quality  advice.  I 
want  to  use  our  resources  wisely. 

Mr.  Dickey.  To  then  hold  them  accountable. 
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Mr.  Bowles.  Yes,  sir. 

Mr.  Dickey.  Good  luck,  and  I  am  all  for  you. 

Chairman  LaFalce.  Mr.  Tucker. 

Mr.  Tucker.  Thank  you  very  much,  Mr.  Chairman.  Mr.  Bowles 
and  the  other  panelists  here  today,  thank  you  for  coming.  I  am 
sorry  that  I  wasn't  able  to  hear  your  statements  verbally,  orally, 
but  I  have  a  copy  here,  and  I  look  forward  to  reading  through  them 
as  well  as  look  forward  to  reading  and  excising  information  out  of 
the  GAO  report. 

Obviously,  you  are  pointed  in  the  right  direction  in  terms  of 
trying  to  redesign  and  reform  some  of  the  problems  in  the  8(a)  Pro- 
gram. I  am  sure  that  on  a  continuous  basis  I  will  be  talking  with 
you  as  I  sift  through  this  information,  and  I  am  sorry,  again,  that  I 
missed  your  oral  presentation,  but  thank  you  for  coming  today. 

Mr.  Bowles.  Yes,  sir;  thank  you. 

Chairman  LaFalce.  Is  that  it?  All  right.  Chairman  Conyers. 

Mr.  Conyers.  Thank  you  very  much,  Mr.  Chairman. 

I  again  congratulate  the  Small  Business  Committee  for  its  con- 
cern with  the  8(a)  Program.  I  congratulate  Mr.  Bowles  but,  I  also 
want  to  observe  that  Ms.  Williams-Bridgers  was  very  kind  in  her 
GAO  report. 

Mr.  Bowles,  may  we  speak  candidly  for  a  few  minutes  here 
today? 

Mr.  Bowles.  Yes,  sir. 

Mr.  Conyers.  You  come  to  your  assignment  with  a  very  good  rep- 
utation, and  it  has  been  noted  among  those  in  the  small  business 
community  that  you  may  be  one  of  those  Administrators  who  is 
more  deeply  concerned  about  the  advance  of  minority  business 
than  any  that  has  held  your  position  for  a  considerable  period  of 
time. 

So,  the  GAO  report  and  the  seven  positions  that  have  been  put 
forward  by  the  chairman  of  this  committee  needs  a  lot  more  defini- 
tion in  terms  of  what  is  happening  at  the  agency.  A  lot  more.  We 
here  would  like  to  work  with  you  to  help  facilitate  that. 

Let  me  begin  with  what  may  be  a  small  matter  that  is  symbolic 
of  the  relationship  that  has  developed  in  this  country  between 
many  small  business  offices  across  the  United  States  and  the  SBA. 

Your  agency  employs  people  who  are  so  discourteous  to  small 
businessmen  that  they  feel  like  they  are  welfare  applicants  coming 
to  get  food  stamps  instead  of  getting  a  service  performed  to  help 
this  economy. 

The  only  part  of  our  sector  developing  jobs  is  not  the  Fortune 
500,  but  it  is  small  businesses,  as  you  well  know.  Yet,  small  busi- 
nessmen are  treated  like  cattle  in  many  places.  First  of  all,  you 
have  people  working  for  you  who  will  not  answer  the  phone.  Can 
you  believe  that? 

Mr.  Bowles.  Yes,  sir. 

Mr.  Conyers.  Second,  you  have  places  where  people  go  to  lunch 
routinely  and  leave  small  businessmen  waiting  until  Federal  em- 
ployees come  back  from  their  lunch  break  to  be  serviced.  This  is 
incredible.  I  would  feel  reassured  if  you  were  to  issue  a  directive 
that  would  bring  this  to  the  attention  of  every  employee  of  the 
Small  Business  Administration,  starting  with  the  Washington,  DC 
office. 
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Now  that  we  have  gotten  rid  of  the  small  things,  let's  go  to  some 
larger  matters.  Because  of  the  importance  of  small  business,  the 
fact  that  we  have  less  than  5,000  8(a)'s  in  a  pool  of  650,000  minority 
small  businessmen  means  that  we  have  a  lot  more  to  do.  It  is  not 
that  every  small  businessman  who  is  a  minority  can  be  in  8(a),  but 
a  lot  more  of  them  deserve  to  be  in  the  8(a)  Program  than  are  pres- 
ently in  the  program. 

Complicating  this  problem  is  the  fact  that  half  of  the  businesses 
in  the  8(a)  Program  might  as  well  not  be  in  it  because  they  get 
nothing. 

So,  this  goes  beyond  management  information  systems.  It  goes 
beyond  the  fact  that  the  time  for  processing  is  getting  longer 
rather  than  shorter.  We  have  a  fundamental  failure  of  the  mission 
of  a  major  agency  in  the  U.S.  Government. 

I  invite  your  response  to  these  matters  that  I  have  raised. 

Mr.  Bowles.  I  thank  you.  I  wish  you  had  been  here  for  my  open- 
ing remarks,  I  think  you  would  have  heard  exactly  what  you 
wanted  to  hear.  You  are  right  on  both  counts. 

I  have  already  issued  a  directive  that  says  we  must  regard  the 
people  who  we  work  for  as  our  customer,  the  owners  of  small  busi- 
nesses. We  have  to  become  a  more  user-friendly  organization.  That 
goes  from  the  people  who  answer  the  telephone,  to  the  people  who 
answer  the  mail,  to  the  people  who  make  the  loans,  to  the  people 
who  procure  Government  contracts. 

Mr.  Chairman,  changing  the  agency  overnight  will  not  happen. 
But  we  are  working  at  it.  We  review  almost  every  piece  of  mail 
that  goes  out  of  the  agency.  We  have  talked  to  people  about  how 
you  act  on  the  telephone.  If  you  listened  to  every  word  that  people 
at  the  SBA  now  use,  we  refer  to  8(a)  people  who  are  involved  with 
us  as  well  as  7(a)  loan  participants  as  our  customers. 

We  recognize  they  are  our  customers,  and  we  are  here  to  service 
them.  But  I  cannot  tell  you  it  is  going  to  happen  overnight.  Howev- 
er, I  can  tell  you  we  are  going  to  work  on  it  every  single  day  to  be 
a  more  user-friendly  organization.  We  are  also  working  at  changing 
the  structure  of  the  offices  of  Associate  Deputy  Administrator 
[ADA]. 

We  have  too  many  people  in  Washington.  We  have  too  many 
people  in  our  regions,  and  we  have  too  many  regions.  We  don't 
have  enough  people  out  in  the  field  to  give  the  proper  service 
where  our  customers  are. 

I  subscribe  to  the  management  philosophy  that  you  put  your 
assets  in  the  field  where  your  customers  are  so  you  can  give  better 
service,  so  that  the  reorganization  plan  that  we  are  coming  to  you 
with  is  a  plan  that  really  does  shift  the  assets  of  the  ADA  down  to 
where  the  customers  are. 

What  you  said  about  the  8(a)  Program  failing  its  mission  is  100- 
percent  right.  If  you  look  at  the  program  that  Harriet  Michel  runs 
in  the  private  sector,  she  has  16,000  firms  in  hers  where  she  con- 
tracts for  minority-owned  firms  with  Fortune  500  companies.  We 
have  a  total  of  4,500  now.  We  only  have  9,500  firms  since  this 
whole  thing  came  into  existence,  and  half  the  people  in  the  pro- 
gram don't  get  any  contracts. 

Clearly,  we  are  failing,  and  that  is  what  I  have  said.  So,  it  is  not 
just  the  issues  raised  by  the  GAO.  Those  are  process-related  issues. 
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We  can  work  on  those.  But  we  have  to  do  the  things  that  I  talked 
about  to  be  successful.  We  have  to  increase  the  number  of  people, 
and  make  it  easier  for  them  to  get  in  the  program.  Once  they  are 
in,  the  big  job  begins. 

Our  job  is  to  work  with  Federal  agencies  to  secure  more  con- 
tracts and  make  it  easier  to  work  with  8(a)  firms  so  they  are  not 
branded  second-class  citizens,  and  to  make  it  possible  to  get  better 
economic  development  advice  to  people  in  the  program  with  limit- 
ed capital  resources. 

But  I  do  believe  if  we  can  do  that,  we  can  greatly  increase  the 
success  when  people  exit  the  program  so  that  we  have  a  much 
higher  survivability  rate.  That  is  what  I  am  working  at  everyday.  I 
believe  in  this  program  and  its  mission. 

But  I  am  not  pleased  with  where  we  are  today.  I  am  not  going  to 
rest  until  we  get  the  job  done. 

Mr.  CoNYERS.  Well,  if  you  do  that,  I  can  promise  that  the  chair- 
man of  this  committee,  its  members,  and  I  will  do  everything  we 
can  to  increase  the  size  of  your  budget. 

We  are  not  unaware  of  the  fact  that  you  are  working  in  with 
fewer  funds,  personnel,  and  resources,  but  somebody  has  to  go  in 
that  agency  and  get  rid  of  the  long-term  bad  actors. 

There  are  people  there  who  ought  to  be  doing  more  to  help  the 
Administrator  and  this  committee  whose  sole  function  it  is  to  make 
small  business  more  effective  in  the  United  States.  I  am  not  for 
reinventing  Government  by  reducing  the  work  force,  but  you  are 
either  on  this  team  or  you  are  off  it. 

If  you  don't  agree  with  Bowles,  LaFalce,  or  Conyers,  you  ought  to 
be  working  somewhere  in  the  private  sector  where  you  won't  have 
them  looking  down  your  throat.  Because  if  this  administration 
doesn't  make  the  SBA  work,  we  will  have  failed  millions  of  people. 
I  appreciate  your  remarks. 

Mr.  Bowles.  I  just  want  you  to  hear  my  opening  remarks.  I  said 
if  we  fail,  I  will  replace  the  management.  If  we  fail  again,  the 
President  should  replace  me. 

This  President  is  committed  to  offering  every  American  the  op- 
portunity for  economic  empowerment.  If  we  do  not  have  an  8(a) 
Program  that  works,  we  cannot  live  up  to  that  commitment.  I 
intend  to  make  it  work.  I  intend  to  be  held  accountable. 

Chairman  LaFalce.  Mr.  Bowles,  I  am  more  excited  about  being  a 
Member  of  Congress  today  than  I  have  been  since  I  first  came  here 
because  I  really  believe  that  we  have  a  President  who  is  unbeliev- 
ably committed  to  those  things  that  made  me  enter  politics  initial- 

ly. 

I  don't  defend  the  budget  bill  that  we  voted  upon  a  few  months 
or  so  ago.  I  proclaim  it.  I  think  it  is  one  of  the  best  bills  we  have 
passed.  It  is  going  to  really  help  reduce  the  deficit  from  what  it  was 
going  to  be.  It  truly  redistributes  the  tax  burden,  making  those 
who  have  larger  shoulders  carry  the  bigger  portion.  It  is  the  great- 
est welfare  reform  we  have  ever  passed.  I  am  almost  ecstatic  about 
what  the  President  is  proposing  to  do  for  the  health  security  needs 
of  all  Americans.  That  will  be  especially  beneficial  to  the  minority 
community  of  America  because  if  anybody  has  been  on  the  outside 
looking  in  on  health  care,  it  has  been  the  minority  community. 
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The  Journal  of  the  American  Medical  Association  said  2  years 
ago,  editorially,  that  we  have  a  de  facto  racist  health  care  system.  I 
am  almost  euphoric,  not  because  the  President  is  proposing  health 
reform,  but  because  I  am  convinced  that  we  are  going  to  pass  it  in 
this  Congress. 

Under  the  President's  leadership  and  your  leadership,  I  am  hope- 
ful that  this  much  maligned  program,  the  8(a)  Program,  can,  for 
the  first  time  in  its  history,  become  what  was  envisioned  when  it 
was  originally  created. 

In  order  to  do  that,  though,  we  are  going  to  need  a  lot  more 
candor  in  the  future  than  we  have  had  in  the  past  from  a  lot  of 
parties.  We  ourselves  are  going  to  have  to  be  even  more  candid 
amongst  ourselves  than  we  have  been  in  the  past. 

Happiness  is  so  often  dependent  upon  what  one's  expectations 
are.  We  have  to  accurately  assess,  if  we  want  to  do  as  much  as  can 
be  done,  what  is  truly  doable,  and  that  is  one  of  the  areas  that  I 
will  want  to  pursue  with  you  in  the  months  ahead. 

What  really  can  be  done  here?  If  we  can't  do  it,  if  it  can't  be 
done,  well  then  maybe  we  need  a  little  bit  of  an  educational  proc- 
ess. We  must  talk  about  what  can  be  done. 

Do  you  know  now,  not  how  many  more  contracts,  but  what  addi- 
tional amount  of  Federal  procurement  dollars  would  have  been 
available  to  minorities  if  those  Government  agencies  that  did  not 
meet  their  8(a)  goals  had  met  their  8(a)  goals? 

It  seems  to  me  that  is  a  good  starting  point.  In  other  words,  we 
have  goals  and  roughly  half  the  Federal  agencies  having  not  met 
them 

Mr.  Bowles.  I  don't  have  the  arithmetic  in  front  of  me. 

Chairman  LaFalce.  I  think  it  would  be  helpful,  Ms.  Watts  and 
Ms.  Williams-Bridgers,  if  we  had  that.  I  would  like  to  go  to  those 
agencies  and  tell  them,  you  are  the  agencies  collectively  that  didn't 
meet  your  goals  and  had  you  met  your  goals,  here  is  what  we 
would  have  been  able  to  do  that  we  didn't  do. 

Do  have  you  some  comments? 

Ms.  Watts.  I  was  going  to  say,  sir,  that  we  do  have  that  data 
here;  we  just  don't  have  it  totalled  up  for  you. 

Chairman  LaFalce.  Tick  off  the  deficient  agencies  and  the  indi- 
vidual amounts  so  we  can  get  a  rough  idea. 

Mr.  Bowles.  Let  me  give  you  the  agency  goal  for  the  Department 
of  Housing  and  Urban  Development  is  9  percent;  the  actual  8(a) 
share  was  3  percent.  That  gives  you  a  good  one  to  focus  on. 

The  agency  goal  for  EPA  was  8.5  percent;  the  actual  results  were 
4.4  percent. 

Chairman  LaFalce.  Are  these  goals  negotiated  goals? 

Ms.  Watts.  Yes,  sir. 

Chairman  LaFalce.  In  other  words,  this  is  something  that  you 
sat  down  with  these  agencies  and  determined  was  doable? 

Mr.  Bowles.  Department  of  Education  was  9  percent,  the  actual 
results  were  6  percent.  Those  are  the  most  glaring  results. 

Chairman  LaFalce.  Is  this  the  percentage  of  contracts  or  the 
percentage  of  dollar  amounts? 

Ms.  Watts.  Dollars. 

Chairman  LaFalce.  So,  we  can  quantify  it  in  dollar  terms. 
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Ms.  Watts.  Just  as  an  example,  the  one  that  Mr.  Bowles  just 
gave,  the  deficiency  would  represent 

Chairman  LaFalce.  Which  one  is  this? 

Ms.  Watts.  The  Department  of  Housing  and  Urban  Develop- 
ment. The  deficiency  would  represent  about  $44  million. 

Mr.  Bowles.  This  would  be  in  terms  of  additional  contract  dol- 
lars if  they  had  met  their  goal.  It  is  not  insignificant. 

Chairman  LaFalce.  Mr.  Bowles,  may  I  suggest  that  either  you  or 
you  and  I  convene  a  meeting  with  representatives  of  the  deficient 
agencies  in  order  to  discuss  what  their  difficulties  were  and  how 
they  will  overcome  them? 

Mr.  Bowles.  Yes,  sir. 

Chairman  LaFalce.  All  right.  Good. 

Now,  there  are  a  number  of  different  approaches  that  we  can 
take.  We  can  say  that  we  want  to  certify  every  business  that  is  eli- 
gible to  be  certified.  Or  we  might  say,  determine  the  most  small 
businesses  that  we  could  conceivably  help  the  way  we  are  supposed 
to  help  them,  and  we  will  certify  that  number  and  not  go  beyond 
that. 

You  have  two  competing  philosophies  here.  Certify  all  that  are 
eligible,  and  then  somehow  strive  to  serve  them,  succeed  or  fail.  Or 
come  up  with  a  decision,  realistically,  that  here  is  the  optimal 
number  we  can  service,  and  then  trim  our  sails  accordingly  and 
say  we  can't  allow  any  more  into  the  program. 

Ms.  Williams-Bridgers,  do  you  have  any  thoughts  about  that?  Is 
the  dilemma  that  I  pose  a  correct  dilemma?  Is  it  a  question  that  I 
should  be  asking,  that  you  should  be  asking,  or  should  we  just  not 
ask  that  question  and  say,  let's  just  certify  everybody  that  we  can 
possibly  certify? 

Ms.  Williams-Bridgers.  I  think  the  question  that  you  are  asking 
is  a  very  good  one,  Mr.  Chairman.  I  think  that  there  are  some 
other  issues  that  have  to  be  looked  at  when  we  are  looking  at  the 
number  of  firms  that  can  participate. 

I  think  we  have  to  look  at  the  types  of  services  that  8(a)  firms 
are  providing,  in  relationship  to  general  Federal  procurement  con- 
tracts and  the  needs  of  Federal  procuring  agencies.  When  we  look 
at  the  number  of  firms  that  have  received  contracts  in  certain 
States,  we  find  that  there  are  differences  in  the  types  of  services 
that  these  firms  offer  relative  to  the  general  needs  of  the  Federal 
procuring  agencies. 

For  example,  in  the  Maryland,  District  of  Columbia,  and  Virginia 
area 

Chairman  LaFalce.  One  of  the  things  we  wanted  to  do  ^yas  we 
also  wanted  to  get  away  from  doing  the  mopping  up  jobs.  I 
mean,- 


Ms.  Williams-Bridgers  [continuing].  The  preponderance  of  8(a) 
firms  are  in  the  nonprofessional  categories.  We  find  very  few  firms 
that  are  in  the  contracting  business  or  the  more  professional  serv- 
ice delivery  businesses.  As  I  mentioned,  I  believe  that  only  about  15 
percent  of  all  8(a)  firms  in  the  District  of  Columbia,  Maryland,  and 
Virginia  area  are  offering  professional  services. 

By  comparison,  I  believes  less  than  5  percent  of  the  8(a)  firms  in 
this  area  are  offering  construction-related  services.  I  think  we  have 
to  look  at 
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Chairman  LaFalce.  By  the  way,  I  shouldn't  have  said  what  I 
said.  I  didn't  mean  to  denigrate  those  types  of  jobs,  but  we  don't 
want  to  neglect  the  pursuit  of  the  more  professional. 

Ms.  Williams-Bridgers.  Especially  if  there  is  a  need  and  greater 
opportunities  for  these  firms  to  receive  contracts  if  they  were  to 
shift  their  emphasis  or  if  they  were  able  to  meet  the  needs  of  the 
procuring  agencies  for  some  of  these  other  types  of  services. 

When  we  look  outside  of  the  beltway,  if  you  will,  at  the  number 
of  firms  that  are  able  to  procure  contracts,  we  find  that  it  is  much 
less  frequent  an  opportunity  for  these  firms. 

Chairman  LaFalce.  We  wanted  to  get  away  from  the  beltway 
orientation  geographically,  and  we  wanted  to  spread  out  the  8(a) 
contracts  beyond  the  beltway. 

Ms.  Williams-Bridgers.  Absolutely.  We  have  to  look  at  a 
number  of  issues  to  see  how  SBA  may  be  able  to  help  the  firms 
market  themselves.  We  have  to  work  with  the  procuring  agencies 
to  introduce  them  to  the  services  that  can  be  provided  by  8(a)  firms 
outside  of  the  beltway  so  that  there  might  be  some  better  matches 
and  more  frequent  opportunities  for  these  firms  in  outlying  areas 
to  gain  access  to  Government  contracts. 

Ms.  Watts.  I  wanted  to  just  comment  that  the  professional  serv- 
ice firms,  both  in  the  Washington  district  office  and  nationwide,  ac- 
tually comprise  the  largest  percentage  of  the  8(a)  firms.  The  break- 
down of  8(a)  firms  by  industry  is  professional  services,  then  nonpro- 
fessional, construction,  manufacturing,  and  then  concessions,  in 
that  order. 

So,  there  are  a  larger  percentage  of  firms  in  the  program  that 
are  actually  professional  services.  So,  it  is  not  just  the  nonprofes- 
sional  

Chairman  LaFalce.  What  about  the  obtaining  of  contracts,  how- 
ever? 

Ms.  Watts.  I  think  my  other  point  that  I  wanted  to  make  was 
that  I  believe  your  last  question  was  not  only  relevant  but,  per- 
haps, one  of  the  most  relevant  questions  asked  today,  in  that  we  do 
have  to  make  a  decision. 

It  is  very  clear  to  me  that  we  can  choose  one  of  two  options.  We 
can  attempt  to  assist  as  many  firms  as  want  to  participate  and  that 
can  meet  the  basic  qualifications.  If  we  do  that,  we  can  offer  them, 
as  I  see  it,  three  things.  We  can  offer  them  access  and  opportunity 
to  three  kinds  of  assistance:  Financing  management,  technical  as- 
sistance, and  Federal  procurement  opportunities. 

However,  if  we  are  going  to  be  held  responsible  for  actually  de- 
veloping these  firms  and  assisting  them  so  that  they  can  be  suc- 
cessful, then  in  a  sense,  it  would  have  to  choose  to  limit  the 
number  of  program  participants.  It  would  have  to  be  somewhat  of 
an  exclusive  club,  if  you  will,  limited  to  those  firms  that  have  the 
greatest  potential  for  being  successful  during  their  participation 
and  continuing  to  be  successful  afterward. 

We  would  have  to  do  a  lot  more  for  them  to  assist  in  that  proc- 
ess. So,  I  think  it  is  a  fact  that  we  do  have  to  make  a  decision. 

Chairman  LaFalce.  Another  question  that  has  to  be  asked  at 
some  time  is  what  is  the  appropriate  relationship  between  the  8(a) 
Program  and  the  set  aside  program?  They  are  different  programs. 
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To  what  extent  should  they  be  different  in  their  purposes  and 
goals?  To  what  extent  should  there  be  some  merger  of  these  con- 
cepts? There  surely  is  a  merger  in  the  minds  of  most  people  who 
tend  to  speak  of  them  interchangeably. 

They  really  cannot  be  spoken  of  interchangeably  because  that  is 
not  what  the  law  says  right  now  and  that  is  not  what  you  are  sup- 
posed to  do  as  you  attempt  to  discharge  the  law. 

But  if  we  use  as  our  set  of  criteria  and  measurements  those 
which  are  applicable  to  set  aside  programs  as  opposed  to  criteria 
and  measurements  that  are  applicable  to  the  8(a)  Program,  have 
we  not  defined  a  problem  for  ourselves  and  created  a  problem  for 
ourselves?  Is  it  too  difficult  to  maintain  a  distinction?  Is  it  just  too 
difficult  given  the  political  pressures  that  exist? 

If  that  is  the  case,  should  we  just  say,  let's  increase  the  set  aside 
program  tremendously  and  forget  about  a  separate  8(a)  Program. 
Interesting  questions,  don't  you  think? 

But  I  think  they  are  honest  questions  and  at  some  point  in  time, 
maybe  not  today,  I  would  be  interested  in  your  thoughts. 

Ms.  Watts.  If  I  might  make  one  brief  final  comment  on  that.  I 
think  the  thing  that  distinguishes  the  8(a)  Program,  and  certainly 
that  was  intended  to  distinguish  it,  was  the  fact  that  it  was  going 
to  be  a  business  development  program. 

So,  it  was  not  going  to  simply  provide  opportunities  for  Govern- 
ment contracts,  but  it  was  going  to  allow  us  to  work  hand-in-hand 
as  a  business  goes  through  every  stage  of  its  development.  How  we 
continue  to  do  that  realistically,  I  think  that  is  going  to  be  one  of 
the 

Chairman  LaFalce.  There  are  problems  though  because  you 
have  certain  political  pressures  from  the  outside  and  you  also  have 
political  pressures  from  the  participants  because  until  you  are  a 
participant,  your  primary  goal  is  becoming  a  participant,  and  once 
you  are  a  participant,  your  primary  goal,  whether  you  will  say  this 
publicly  or  not,  is  obtaining  contracts  and  any  contract  you  can,  as 
opposed  to  a  blend  or  a  mixture  of  public  and  private  contracts  or 
participating  in  the  business  development  process,  et  cetera. 

So,  you  have  pressures  from  outside  and  pressures  from  inside. 

Ms.  Watts.  If  you  sit  in  my  seat,  Mr.  Chairman,  you  have  pres- 
sures from  every  direction  imaginable.  Trying  to  work  out  a  pro- 
gram and  administer  a  program  in  a  way  that  it  is  going  to  meet 
all  the  demands  and  the  expectations  is  very  difficult. 

I  think  there  is  also  some  responsibility  that  has  to  be  taken  by 
the  participants  themselves.  I  am  not  saying  that  it  is  their  fault, 
but  somewhere  along  the  line,  unreasonable  expectations  have  de- 
veloped about  the  8(a)  Program.  There  is  some  expectation  that  I 
simply  need  to  get  certified  and  then  SBA  will  give  me  contracts. 

I  don't  think  there  are  very  many  firms  that  enter  the  program 
that  are  not  interested  in  contracts.  We  talked  about  business  de- 
velopment, and  they  understand  it  is  a  business  development  pro- 
gram, but  let's  face  it,  they  want  contracts. 

Chairman  LaFalce.  Sure. 

Ms.  Watts.  So,  it  does  continue  the  dilemma,  but  I  think,  also, 
we  have  to  do  a  better  job  of  educating  the  total  population,  that 
you  don't  just  get  certified  and  then  automatically  get  contracts. 
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You  are  a  normal  business  person  like  everybody  else,  and  you 
have  to  go  out  and  pursue  it. 

Chairman  LaFalce.  The  only  point  I  want  to  make  is  that  we 
cannot  be  all  things  to  all  people.  We  must  understand  who  it  is  we 
are,  what  it  is  we  are  about,  within  each  agency,  within  each  spe- 
cific program. 

One  of  the  dilemmas  that  I  have  had  is  that  I  have  never  had  an 
Administrator  or  an  Associate  Administrator  in  office  long  enough 
to  work  with.  Because  every  time  an  Administrator  has  come 
before  us,  the  Administrator  has  been  there  for  such  a  short  period 
of  time  that  I  had  to  say,  OK,  now,  what  are  you  going  to  do  about 
the  sins  of  the  past,  and  there  has  never  been  an  opportunity  to 
call  him  or  her  in  a  year  or  2  years  later  and  hold  him  or  her  ac- 
countable. 

If  you  go  back,  you  will  see  tremendous  turnover  and  that  has 
been  part  of  the  problem.  Everyone  who  comes  in  says,  boy,  every- 
body who  preceded  me  sure  screwed  up,  and  I  think  I  am  going  to 
set  it  right.  But,  Mr.  Bowles,  I  have  so  much  more  confidence  in 
you  than  in  anybody  else  who  has  been  in  the  job  that  there  is  just 
no  comparison,  and  I  look  forward  to  holding  you  accountable. 

Thank  you  very  much.  The  committee  is  adjourned. 

[Whereupon,  at  12:09  p.m.,  the  committee  was  adjourned,  subject 
to  the  call  of  the  Chair.] 
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OPE^aNG  STATEMENT 
OF  THE 

HONORABLE  JOHN  J.  LaFALCE 
CHAIRMAN,  COMMITTEE  ON  SMALL  BUSINESS 

WEDNESDAY  SEPTEMBER  22,  1993 


Hearing  on  SBA's  Minority  Business  Development  Program 

The  piupose  of  today's  hearing  before  the  Committee  on  Small  Business  will  be  to 
examine  the  Small  Business  Administration's  implementation  of  the  Minority  Business 
Development  Reform  Act  of  1988,  P.L.  100-656,  which  sought  to  fundamentally  reform  SBA's 
Section  8(a)  program.  Section  504  of  that  act  required  the  General  Accounting  Office  to  report 
on  these  reforms  and  to  report  to  Congress  in  February  1992.  Last  year's  report,  entitled 
"Problems  in  Restructuring  SBA's  Minority  Business  Development  Program"  was  highly  critical 
of  SBA's  implementation  of  the  1988  Act.  The  GAO  report  which  we  are  releasing  today  is 
entided,  "Problems  Continue  with  SBA's  Minority  Business  Development  Program."  As  the  title 
alone  indicates,  much  remains  to  be  done.  We  are  hopeful,  however,  that  the  Clinton 
Administration,  under  the  vigorous  leadership  of  Administrator  Bowles,  will  finally  bring  some 
sound  management  and  direction  to  this  project.  Administrator  Bowles  is  today  announcing  a 
number  of  initial  proposals  to  improve  the  management  of  the  program. 

GAO's  new  report  finds  that: 
1.  SBA's  redesign  of  the  8(a)  program's  management  information  was  not  planned  in 

accordance  with  federal  regulations;  SBA's  latest  estimate  for  completing  the  redesign  is 
late  1995,  5  years  longer  than  the  originally  estimated  1990  completion  date;  and  an 
estimate  of  the  total  cost  for  redesigning  the  system  has  yet  to  be  developed. 
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2.  Certification  of  8(a)  program  participants  continues  to  exceed  the  90  days  mandated  in 
the  act,  averaging  170  days  in  fiscal  year  1992. 

3.  Not  all  8(a)  firms'  business  plans  are  being  annually  reviewed  by  SBA  as  required  by  the 
act;  and,  criteria  for  assisting  the  effectiveness  of  management  and  technical  assistance 
provided  to  8(a)  firms  remains  to  be  developed. 

4.  While  the  competitive  award  of  8(a)  contracts  has  increased,  a  large  dollar  value  of 
indefinite  delivery,  indefinite  quantity  of  8(a)  contracts  awarded  during  fiscal  years  1991 
and  1992  exceeded  the  competition  thresholds  but  were  not  awarded  competitively. 

5.  Most  8(a)  frnns  now  have  new  or  revised  business  plans  as  required  by  the  act. 

6.  The  dollar  value  of  8(a)  contracts  awarded  competitively  during  fiscal  year  1992  exceeded 
the  combined  amount  of  the  prior  two  fiscal  years. 

7.  SBA  now  identifies  guaranteed  business  loans  made  to  8(a)  firms,  and  has  taken  steps 
to  improve  its  tracking  and  acquisition  of  management  and  technical  assistance  provided 
to  8(a)  firms. 

Administrator  Bowles  will  testify  first.  Then,  to  summarize  GAO's  findings,  we  have 
before  us  this  morning  Ms.  Jacqueline  Williams- Bridgers,  GAO's  Associate  Director  for  Housing 
and  Community  Development  Issues.  SBA's  response  to  the  GAO  report  will  be  provided  by 
SBA  Associate  Administrator  for  Minority  Small  Business  and  Capital  Ownership  Development, 
Judith  Watts. 

Do  any  other  members  have  opening  statements? 
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Statement  of 

U.S.  Representative  Jan  Meyers 

Committee  on  Small  Business 

September  22,  1992 


Thank  you,  Mr.  Chairman. 

I  am  glad  you  called  this  hearing  to 
discuss  the  General  Accounting  Office's  most 
recent  report  on  the  Small  Business 
Administration's  progress  in  reforming  the 
administration  of  the  8(a)  program. 

When  Congress  passed  Public  Law  100- 
656,  we  set  goals  for  improving  the  program 
by  streamlining  certification,  increasing 
management  and  technical  support, 
introducing  competitive  contracting  and 
requiring  reporting  of  consultant  fees  to 
prevent  waste  and  abuse. 
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Last  January  a  GAO  report  revealed  that 
SBA  had  made  little  progress,  and  that  the 
Agency  was  having  difficulties  accomplishing 
the  specific  goals  and  objectives  of  Public 
Law  100-656.   The  previous  GAO  report 
indicated  that  the  problems  stemmed  from 
many  sources,  with  the  lack  of  an  adequate 
management  information  system  leading  the 
list. 

We  now  have  a  new  report,  18  months 
after  the  initial  report,  and  there  is  almost  no 
evidence  of  improvement.   Certification  of 
applications  continues  to  far  exceed  the 
statutory  90  days,  the  management 
information  system  is  overbudget  and 
insufficient  to  the  task,  business  plans  are 
still  not  being  reviewed,  and  the  amount  of 
financial  assistance  provided  to  8(a)  firms  is 
not  being  tracked. 
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Some  serious  problems  also  remain  in  the 
8(a)  program's  ability  to  help  all  of  its 
participants.  It  is  clear  from  this  report  that 
a  few  participants  continue  to  receive  the 
vast  majority  of  the  contracts.  While  there  is 
nothing  wrong  with  firms  succeeding,  the 
fact  that  fifty-three  percent  of  the  firms  in 
the  8(a)  program  have  received  no  contracts 
reveals  serious  deficiencies  in  program 
management. 

Mr.  Chairman,  the  problems  that  plague 
the  8(a)  program  did  not  develop  overnight.   I 
won't  bother  to  go  all  the  way  back  to  1975 
when  the  reports  of  these  problems  began, 
but  it  is  clear  that  they  are  systemic  and 
pervasive.  And  it  follows  that  correcting 
these  problems  will  not  occur  overnight. 
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The  problems  we  are  looking  into  this 
morning  warrant  our  serious  attention,  but  I 
think  it  is  important  that  we  not  lose  sight  of 
the  goal  of  the  8(a)  program  -  the  promotion 
and  development  of  as  many  small  businesses 
owned  and  controlled  by  socially  and 
economically  disadvantaged  Americans  as 
possible. 

Mr.  Chairman,  I  know  that  you  join  me  in 
support  of  this  effort  to  bring  these 
businesses  into  the  mainstream  of  American 
opportunity  as  quickly  and  as  efficiently  as 
possible. 
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I  hope  also  you  also  agree  that  before  we 
consider  altering  the  program  again  we  must 
help  the  SBA  to  get  it  working  properly.  I 
don't  believe  we  can  judge  this  program  or 
honestly  attempt  to  reform  it  until  it  really 
begins  to  work  in  the  manner  we  established 
at  the  start. 

I  look  forward  to  hearing  from  our 
witnesses  this  morning,  and  I  hope  they  will 
tell  us  what  we  can  do  to  help  them  get  this 
program  running  smoothly  and  effectively. 
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statement  of  the 
Honorable  James  H.  Bilbray 

Testimony  before  the  House  Small  Business  Committee 
U.S.  House  of  Representatives 

September  22,  199  3 

I  applaud  the  Chaiman's  foresight  for  convening  this  hearing 
that  focuses  on  the  GAO  recommendations  for  the  continuing  problems 
with  the  SEA'S  Minority  Business  Development  Program  known  as  the 
8  (a)  Program.  I  represent  a  congressional  district  that  has  a 
large  number  of  small  businesses  and  some  are  active  in  the  8  (a) 
Program  that  are  being  adversely  effected  by  the  concerns  outlined 
in  the  GAO  report. 

It  is  gratifying  for  me  to  learn  that  the  GAO  has  completed 
another  report  as  a  follow  up  to  the  January  1992  report.  I  have 
reviewed  the  report  and  feel  the  SEA  Administrator,  and  the 
Associate  Administrator  for  the  8(a)  program  are  going  to  be  very 
busy  in  an  effort  to  achieve  the  necessary  changes  to  make  this 
program  viable. 

I  look  forward  to  hearing  testimony  from  the  new  SEA 
Administrator  Erskine  Bowles  whom  I  have  met  with  on  other 
Procurement  issues.  I  understand  many  of  the  concerns  that  have 
been  highlighted  by  the  GAO  report  are  vital  to  the  expansion  and 
development  of  thousands  of  disadvantaged  businesses.  I  am 
optimistic  that  under  the  current  Administrator  the  SBA  will  work 
towards  implementing  some  of  the  recommendations  that  will  advance 
this  program. 

Additionally,  I  am  very  interested  in  hearing  how  the  SBA  is 
going  to  make  the  necessary  changes  to  this  program  in  order  to 
effectively  benefit  it's  participants.  I  can  not  emphasize  enough 
how  important  restructuring  this  program  is  to  disadvantaged 
business  development.  I  have  an  appreciation  for  the  time  and 
energy  dedicated  to  identifying  these  solutions  and  alternatives 
that  will  make  for  a  healthier  disadvantaged  business  community. 
Once  again  I  would  like  to  thank  Chairman  Lafalce  for  allowing  me 
to  testify. 
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STATEMENT  FOR 

CONGRESSMAN  FLOYD  H.  FLAKE 

BEFORE  THE  COMMITTEE  ON  SMALL  BUSINESS 

SEPTEMBER  22,  1993 


GOOD  MORNING  MR.  CHAIRMAN  AND  MEMBERS  OF  THE  COMMITTEE  ON 
SMALL  BUSINESS.  I  THANK  THE  CHAIRMAN  FOR  HOLDING  THIS  HEARING 
REGARDING  THE  MINORITY  BUSINESS  DEVELOPMENT  PROGRAM.  ALSO,  I 
WELCOME  OUR  WITNESSES:  MR.  ERSKINE  BOWLES,  ADMINISTRATOR  OF  THE 
SMALL  BUSINESS  ADMINISTRATION;  JUDITH  WATTS,  ASSOCIATE 
ADMINISTRATOR  FOR  THE  MINORITY  SMALL  BUSINESS  AND  CAPITAL  OWNERSHIP 
DEVELOPMENT  PROGRAM;  AND  MS.  WILLIAMS  - BRIDGERS ,  ASSOCIATE  DIRECTOR 
OF  HOUSING  AND  COMMUNITY  DEVELOPMENT. 

AS  WE  ARE  ALL  AWARE,  THE  8(a)  PROGRAM  WAS  INCEPTED  IN  THE 
EARLY  1970 'S  IN  AN  EFFORT  TO  PROVIDE  SOCIALLY  AND  ECONOMICALLY 
DISADVANTAGED  INDIVIDUALS  OPPORTUNITIES  TO  OBTAIN  PROCUREMENT 
CONTRACTS  WITH  THE  FEDERAL  GOVERNMENT.  HOWEVER,  IT  IS  ALL  TOO 
CLEAR  THAT  THIS  PROGRAM  IS  NOT  FULFILLING  ITS  INTENDED  PURPOSE. 
A  LACK  OF  PROPER  OVERSIGHT  HAS  ESTABLISHED  A  SYSTEM  WHICH  IS  RIDDEN 
WITH  FRAUD  AND  ABUSE.  ADDITIONALLY,  A  LACK  OF  STATISTICAL  DATA  AND 
ADEQUATE  RECORD  KEEPING  HAS  MADE  IT  DIFFICULT  TO  DETERMINE  WHERE 
THE  PROGRAM  HAS  ENCOUNTERED  SUCCESS. 

WITH  THE  WORK  OF  WHAT  I  PRESUME  TO  BE  A  PROACTIVE  SBA,  UNDER 
THE  GUISE  OF  ADMINISTRATOR  BOWLES,  I  LOOK  FORWARD  TO  SOME  DECISIVE 
RECOMMENDATIONS  THAT  WILL  FINALLY  ENABLE  US  TO  STRENGTHEN  THIS 
PROGRAM.  WITH  THAT,  I  THANK  OUR  WITNESSES  FOR  APPEARING  BEFORE  THE 
COMMITTEE  AND  I  LOOK  FORWARD  TO  THE  SUGGESTIONS  AND  RECOMMENDATIONS 
PROVIDED  IN  THE  TESTIMONY  THIS  MORNING. 
bstaSl 
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OPENING  STATEMENT  OF  CONGRESS  CLEO  FIELDS 

BEFORE  THE  COMMITTEE  ON  SMALL  BUSINESS 

SEPTEMBER  22,  1993 

10:00  a.m. 
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A-dmi.  n.  J_  s  t  jra.  t  j.  on.  JL  s  s.  1 1  ^mptz.  J.  rag  to 
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g^ov^irnm^n.t a.  1  s.g^n.c::i^s  .  It  is 

v>70irtlnLy  of  note  tJiat  tlnie  S  B  A.  has 
-v^n.t\a  jr-^ci  to  id^ntifv'  its  ow^n. 

E>xrofc>l^ms  i  n^  oon  j  u.n.c:  t  i  on^  -with  th^ 
Committ^^  on  Sma^ll  Bi_isin.^ss  ^ncd 
is  ma.l<::in.g  sl  sin.c:^3r^  ^f  fojcrt  to  do 
som^tl-iing      a.fc>oijit      th^m  . 
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SmalX  Business  A.dmi  n  i  s  t  ora  t  i  on  - 
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tl-i^s^  p>arot>l^ms  t>T_it  l^t  xis 
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Bov>7l^s  ^n.ci  lyiars.  V/a^tts 

xr^:s£>^c::tj_^j^^ly. 
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STATEMENT  BY  CONGRESSMAN  JIM  RAMSTAD 

BEFORE  THE  HOUSE  SMALL  BUSINESS  COMMITTEE 

September  21,  1993 

THE  SBA'S  MINORITY  BUSINESS  DEVELOPMENT  PROGRAM 

Mr.  Chairman,  I  certainly  applaud  the  General  Accounting  Office  (GAO)  for  its  ongoing 
review  of  the  SBA's  Section  8(a)  Minority  Business  Development  Program. 

I  must  say  I  am  deeply  disappointed  that  the  SBA  has  failed  to  implement  many  of  the 
changes  included  in  the  Business  Opportunity  Development  Reform  Act  of  1988.    In 
addition,  many  of  the  GAO's  recommended  reforms  to  improve  the  8(a)  program  have  not 
been  adopted  and  lengthy  delays  in  certification  of  8(a)  program  participants  continues. 

We  simply  cannot  afford  to  allow  this  program  --  which  has  been  successful  in  encouraging 
entrepreneurship  among  the  economically  and  socially  disadvantaged  —  to  continue  on  a  path 
on  a  path  of  inefficiency  and  unaccountability.    We  must  rectify  the  problems  in  the  8(a) 
program  to  gain  the  maximum  benefit  for  entrepreneurs  and  the  U.S.  economy. 

Mr.  Chairman,  as  you  know,  I  have  introduced  legislation,  "The  Americans  with  Disabilities 
Small  Business  Development  Act,"  to  expand  the  8(a)  program's  definition  of  "minority"  to 
include  people  with  disabilities. 

I  applaud  the  GAO's  efforts  to  improve  the  8(a)  program  and  I  am  hopeful  that  the  much- 
needed  reforms  and  the  inclusion  of  people  with  disabilities  in  the  program  will  be  achieved 
shortly. 


SBPs. 
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V.S  Sb>U  Bualsati  AdBlaiitratfoD  Waihinglon.  DC        20416 


STATEMENT  OF 
ERSKINE  B.  BOWLES,  ADMINISTRATOR 
AND 
JUDITH  A.  WATTS 
ASSOCIATE  ADMINISTRATOR  FOR 
MINORITY  SMALL  BUSINESS  AND 
CAPITAL  OWNERSHIP  DEVELOPMENT 
U.S.  SMALL  BUSINESS  ADMINISTRATION 

BEFORE  THE 

U.S.  HOUSE  OF  REPRESENTATIVES 

COMMITTEE  ON  SMALL  BUSINESS 

September  22,  1993 
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Mr.  Chairman  and  Members  of  the  Committee,  I  am  pleased  to 
appear  before  you  today  to  discuss  the  U.S.  Small  Business 
Administration  (SBA)  Minority  Small  Business  and  Capital 
Ownership  Development  (MSB&COD)  Program,  and  particularly  SBA's 
implementation  of  the  Business  Opportunity  Development  Reform  Act 
of  1988  (Public  Law  100-656) .   I  am  accompanied  by  Judith  Watts, 
Associate  Administrator  for  Minority  Small  Business  and  Capital 
Ownership  Development. 

Over  the  years,  it  appears  to  me  that,  clearly,  the  8(a) 
program  has  not  been  a  priority  at  SBA. 

Let  me  assure  you  that  the  8(a)  program  is  a  priority  for 
me.   As  a  former  small  businessman,  I  know  how  to  develop 
businesses  and  will  use  my  experience  and  knowledge  to  improve 
the  8(a)  program.    I  want  to  stress  that  this  is  just  the 
beginning  of  the  process.   We  have  now  started  the  process.   We 
have  a  long  way  to  go,  but  we  will  get  there,  and  we  will  have  an 
8(a)  program  that  we  will  all  be  proud  of.   I  look  forward  to 
working  closely  with  you  during  the  next  few  months  to 
reinvigorate  the  8(a)  program. 

To  get  things  started  we  are  prepared  today  to  do  two  things 
in  our  testimony.  First,  I  will  tell  you  about  the  initial  phase 
of  our  plans  for  improving  the  8(a)  prograun.   Second,  Ms.  Watts 
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will  address  the  concerns  raised  by  GAO  and  answer  the  questions 
in  your  letter  of  invitation. 

Our  program  changes  have  been  conceived  with  four  goals  in 
mind: 

1)  eliminating  unnecessary  paperwork  and  overly 
bureaucratic  regulation  so  that  we  can  also  reduce 
program  application  processing  time  and  better  serve 
our  customers; 

2)  reducing  the  burdensome  reporting  requirements  for  8(a) 
program  participants  so  they  can  spend  their  time  doing 
the  more  important  task  of  managing  their  businesses; 

3)  improving  the  technical  assistance  provided  to  program 
participants  so  that  these  small  businesses  will  have  a 
better  chance  to  survive  and  then  grow  and  prosper; 

4}   encouraging  other  government  agencies  to  provide 

greater  contracting  opportunities  for  8(a)  program 
participants  and  other  small  disadvantaged  businesses 
and  thereby  increase  the  possibility  of  enhanced 
revenues  for  our  customers  —  the  disadvantaged  owners 
of  small  businesses. 
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Some  of  these  proposed  changes  to  the  8(a)  program  are  not 
new  to  you.   You  have  heard  them  as  ideas  championed  by  your 
constituents,  by  officials  at  other  federal  agencies  and  in  the 
report  of  the  Commission  on  Minority  Small  Business,  which  was 
chaired  by  Josh  Smith,  whom  I  admire  and  respect  qpreatly.   In 
fact,  you  have  heard  some  of  the  ideas  proposed  by  SBA  in 
hearings  before  this  Committee  last  fall.   In  addition,  you  will 
soon  see  some  of  these  elements  in  the  SBA  section  of  Vice 
President  Gore's  National  Performance  Review  study. 

Since  my  confirmation,  I  have  worked  closely  with  Ms.  Watts, 
Dayton  Watkins,  and  Jane  Butler,  who  has  been  a  champion  of  the 
8(a)  program,  to  develop  a  plan  for  the  program.   In  formulating 
this  program,  we  have  considered  ideas  from  all  of  the  sources  I 
just  mentioned. 

We  have  now  completed  the  initial  phase  of  outlining  the 
program  changes  that  we  believe  are  essential  if  we  are  to 
improve  the  quality  of  the  8(a)  program,  including  service 
delivery  to  both  8(a)  participants  and  to  federal  contracting 
agencies.   Once  again,  I  want  to  stress  that  this  ie  only  the 
beginning.   We  have  a  lot  of  work  left  to  do. 

Some  of  the  internal  administrative  changes  we  want  to  make 
can  be  started  right  away.   However,  early  next  year  I  want  to 
propose  additional  changes. 
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Today,  I  hope  to  begin  a  dialogue  about  ways  that  we  can 
work  together  to  solve  the  problems  that  have  existed  in  the  8(a) 
program  for  a  long  time.   To  facilitate  this  dialogue,  I  %rrote  to 
every  one  of  our  approximately  4,500  8(a)  program  participants 
and  asked  them  how  the  program  could  be  improved.   We  have 
already  met  with  some  of  you,  and  we  hope  to  meet  with  many  more 
of  you  during  the  coming  weeks  to  discuss  our  proposed  changes 
and  the  suggestions  made  by  the  8(a)  firms  and  trade  association 
representatives.   We  are  considering  their  comments  as  we  direct 
our  program  changes. 

We  have  received  approximately  200  responses  to  the  letter 
we  sent  the  4,500  8(a)  firms  soliciting  their  opinions  on  how  to 
fix  the  program.   Following  is  a  summary  of  the  recurring 
concerns,  listed  in  no  particular  order: 

1.  the  program  imposes  excessive  paperwork  burdens 

2.  the  program  is  misunderstood  and  vastly  \inder-utilized 
and  misused  by  federal  agencies 

3.  the  application  is  too  long  and  the  eligibility 
criteria  are  not  clear 

4.  there  is  not  enough  on-going  quality  business 
development  assistance 
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5.  there  is  inadequate  staff  to  meet  the  ne«ds  of 
participant  firms  and  more  assistance  is  needed  to  help 
companies  self  market  procurement  opportmiities 

6.  there  should  be  increased  access  to  capital 

7.  there  should  be  separate  opportunities  for  firms  in  the 
developmental  and  transitional  stages 

8.  there  should  be  a  mentor-protege  program  to  foster 
relationships  between  newly  certified  and  graduated 
firms 

I  assure  you  we  have  considered  and  will  continue  to 
consider  these  constructive  criticisms  of  our  program  as  we  work 
to  improve  it  for  our  customers. 

Our  recommendations  for  changing  the  8(a)  program  do  not 
result  in  a  product  that  delivers  less.   Instead,  1±e  initial 
phase  of  our  plan  creates  a  stronger,  better  system  of  addressing 
our  customers'  needs  by  making  the  progreun  easier  to  enter  and 
use.   We  are  not  asking  for  additional  funding,  ratiier,  we  will 
use  our  existing  resources  smarter  and  strive  to  create  more 
contract  opportunities  for  our  participant  firms. 
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Now  let  me  tell  you  more  about  the  goals  that  we  have 
established  and  the  new  8(a)  program  that  we  are  beginning  to 
define. 

IMPROVIMQ  ACCESS  TO  THS  8(a)  PROGRAM 

0\ir  first  goal  is  to  be  more  responsive  to  our  customers' 
needs  to  provide  an  8(a)  program  that  is  easier  to  use  and  will 
reduce  unnecessary  and  burdensome  paperwork.   As  a  result  we  will 
reduce  the  application  processing  time. 

As  you  know,  current  legislation  requires  that  an 
application  be  screened  for  completeness  within  15  days  of 
receipt,  and  be  processed  with  a  final  decision  on  eligibility 
within  90  days  of  being  found  complete.   You  also  )cnow  that, 
historically,  the  SBA  has  not  met  these  deadlines. 

In  fact,  Mr.  Chairman,  our  actual  application  processing 
time  is  not  even  as  good  as  that  reported  in  the  GAG  follow-up 
report.   As  of  September  14,  1993,  46%  of  our  applications  were 
more  than  90  days  old.   That  represents  256  of  554  applications 
now  pending  versus  189  of  581  or  33%  of  the  applications  that 
were  pending  when  GAG  last  examined  the  process.   In  reality  it 
teJces  our  customer  an  inexcusable  average  of  over  six  months  — 
190  days  —  just  to  get  into  the  8(a)  program.   Attached  is  a 
chart  showing  the  8(a)  applications  that  are  pending. 
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8(a)  APPLICATIONS  PENDING 
AS  OF  SEPTEMBER  14,  1993 


0-30 

31-60 

61-90 

91-120 

121-150 

151-180 

>1B0 

DAYS 

DAYS 

DAYS 

DAYS 

DAYS 

DAYS 

DAYS 

TOTAL 
128  79       91        49  52         41      114        554 


8(a)  RECONSIDERATION  APPLICATIONS  PENDING 
AS  OF  SEPTEMBER  14,  1993 


0-30       31-60  61-90  OVER  90 

DAYS       DAYS  DAYS  DAYS  TOTAL 

19  28  14  37  98 
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Program  management  attributes  these  delays  largely  to  a  loss 
of  staff,  an  inadequate  data  processing  system,  and  an  awkward 
staffing  structure.   We  believe  that  we  can  begin  to  give  better 
customer  service  and  reduce  processing  time  through  two  changes: 
one,  changing  the  structure  of  the  Division  of  Program 
Certification  and  Eligibility  so  that  it  makes  more  efficient  use 
of  remaining  personnel;  and  two,  giving  the  Associate 
Administrator  for  MSB&COD  authority  to  allow  a  specific  designee 
to  make  eligibility  decisions,  when  necessary. 

We  propose  to  make  structural  changes  within  the  Division  of 
Program  Certification  and  Eligibility  (DPCE)  by  centralizing  the 
eligibility  function.   In  addition  to  8(a)  applications  DPCE  also 
processes  other  actions  such  as  continuing  eligibility  reviews, 
program  graduation  or  termination  actions,  and  decisions  on 
protests  and  appeals  of  self-certifications  of  disadvantaged 
status  made  in  connection  with  the  Department  of  Defense  Small 
Disadvantaged  Business  (SDB)  program. 

Currently,  the  DPCE  operates  with  a  small  Central  Office 
staff  of  14  people  and  five  Central  Office  Duty  Stations  or  CODs 
located  across  the  country.   The  Central  Office  segment  of  the 
division,  with  14  employees,  is  currently  operating  at  75  percent 
of  its  FY  1992  staffing  level,  and  the  CODs  operating  duty 
stations,  with  20  people  are  staffed  at  53  percent  of  1992 
levels. 
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In  my  opinion  the  existing  structure  is  not  efficient.   Each 
8(a)  application  is  reviewed  twice  —  first  in  the  duty  station, 
and  later  in  Washington.   The  second  review  has  been  necessary  to 
maintain  the  consistent  high  level  of  quality  necessary  to  assure 
that  all  applications  receive  fair  treatment. 

There  are  two  basic  options  available  to  address  this 
problem.   We  can  either  ask  for  more  money  for  additional  staff, 
travel,  training,  and  oversight  of  the  CODs;  or,  we  can 
centralize  the  operation.   Simply  to  staff  the  CODs  at  their  FY 
92  level  of  38  employees,  16  more  than  presently  on  staff,  would 
cost  nearly  an  additional  $1.0  million  per  year. 

In  these  days  of  deficit  reduction,  simply  asking  for  more 
money  is  not  a  responsible  option.   Therefore,  last  week,  I 
approved  a  plan  that  will  move  personnel  slots  presently  located 
in  the  CODs  to  a  central  location  in  the  Washington  Metropolitan 
area.   This  change  will  not  only  result  in  a  more  streamlined 
process,  reducing  the  processing  time  from  the  current 
approximately  six  months  to  the  three  months  required  by  the  law, 
but  will  allow  us  to  provide  better  staff  training  and  managerial 
control.   It  will  also  result  in  long-term  savings  for  rent  and 
equipment.   We  estimate  that  the  proposed  consolidation  will 
result  in  a  savings  of  between  $750,000  and  $800,000  over  the 
next  five  years.   However,  this  savings  will  initially  be  offset 
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by  the  one  time  cost,  estimated  at  $300,000  to  $350,000,  to 
relocate  employees  to  the  Washington  area. 

We  will  also  examine  the  possibility  of  allowing  the 
Associate  Administrator  for  MSB&COD  to  delegate  authority  in 
eligibility  decisions  to  a  single  responsible  program  official. 

Currently  the  Associate  Administrator  must  make  all  program 
eligibility  decisions.   I  agree  that  high  level  review  is 
necessary,  but  recognize  that  we  must  have  the  ability  to  expand 
our  capacity  to  certify  applicants  if  we  are  to  properly  serve 
our  customers. 

We  do  not  believe  that  integrity  of  the  eligibility  process 
will  be  adversely  affected  by  providing  the  proposed  delegation 
authority.   The  Associate  Administrator  will  use  this  authority 
only  when  necessary,  and  will  allow  eligibility  decisions  to  be 
made  only  by  a  highly  qualified  senior  program  employee. 

The  efficiency  of  the  eligibility  process  also  will  be 
enhanced  by  completion  of  the  automated  Certification  Tracking 
System  (CTS) ,  which  will  provide  immediate  information  about  the 
status  of  each  8(a)  application.   This  will  provide  information 
that  is  essential  to  the  effective  management  of  this  process. 
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The  changes  to  the  eligibility  process  that  I  have  outlined 
will  improve  the  quality  of  the  review  process  and  allow  us,  for 
the  first  time,  to  meet  the  90 -day  time  fraune  mandated  for 
processing  8(a)  program  applications.   A  flow  chart  is  attached 
which  graphically  depicts  the  current  and  proposed  8(a) 
application  processes. 
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8(a)  Application  Process    I 
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At  SBA  Regional  Office: 

•  Reviewed  by  specialist, 
with  recommendation  for 
approval  or  decline; 

•  Reviewed  by  Regional 
Office  field  supervisor; 

•  Reviewed  by  General 
Counsel; 

•  Mailed  to  SBA  Central 
Office. 


i 


At  SBA  Central  Office: 

•  Reviewed  by  specialist; 
action  letter  proposed/ 
finalized; 

•  Reviewed  by  supervisor. 
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At  SBA  Central  Office: 

•  Reviewed  by  specialist; 
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RED0CIN6  PAPERWORK  BUROEK 

To  meet  our  second  goal  —  reducing  the  unnecessary 
paperwork  burden  we  place  on  our  customers  and  thereby  freeing  up 
their  time  for  the  more  important  work  of  obtaining  contracts  and 
managing  their  businesses  —  we  are  examining  all  aspects  of  8(a) 
program  administration  to  determine  where  reporting  requirements 
can  be  reduced  or  eliminated.   For  example,  we  will  reqpaire  only 
annual,  instead  of  quarterly,  financial  statements.   We  will  also 
look  into  reducing  from  two  to  one  the  number  of  times  a  firm 
must  report  each  year  on  fees  paid  to  its  representatives. 

We  are  also  working  to  determine  where  regulatory 
requirements  are  burdensome  and  can  be  reduced  or  eliminated. 
For  example,  we  are  considering  reducing  application  documents 
and  reducing  the  size  of  the  required  business  plan.   In 
addition,  we  are  looking  at  ways  to  streamline  the  SBA  internal 
procedures  and  modify  competitive  business  mix,  support  level  and 
remedial  plan  requirements. 


13 


60 


IMPROVING  TECHNICAL  ASSISTANCE 

We  want  to  provide  both  more  and  better  quality  business 
development  advice  to  8 (a)  firms  and  thereby  greatly  enhance  the 
probability  that  these  companies  will  both  grow  and  prosper.   Our 
target  of  improving  the  technical  assistance  provided  to  program 
participants  is  served  by  several  components  in  our  new  8(a) 
program  plan.   Key  among  these  is  a  more  focused  use  of  the  7(j) 
management  and  technical  assistance  program. 

Under  the  7(j)  program,  SBA  provides  management  and 
technical  assistance  services  to  socially  and  economically 
disadvantaged  individuals  and  businesses,  both  8(a)  and  non-8 (a); 
to  low  income  individuals;  and  to  businesses  located  in  areas  of 
high  unemployment  or  in  areas  with  a  high  concentration  of  low- 
income  individuals.   Participants  in  the  8(a)  program  comprise 
the  largest  percentage  of  7(j)  program  users,  receiving  more  than 
60  percent  of  the  7(j)  services  provided  over  the  past  several 
years.   Most  of  the  7(j)  providers  are  small  businesses;  some  are 
8(a)  firms. 

He  believe  that  we  need  to  provide  more  technical  assistance 
to  8(a)  firms  in  order  to  help  them  develop  and  prosper.   The 
7(j)  program  resources  have  been  reduced  over  time  from  a  high  of 
$12  million  in  1981  to  approximately  $8  million  in  1993.  We  are 
not  asking  for  more  funding  for  the  7(j)  program.  We  believe, 
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however,  that   the  best  use  of  the  existing  limited  resources 
would  be  to  provide  management  and  technical  assistance  services 
primarily  to  8(a)  participant  firms.   We  are,  therefore, 
targeting  our  services  to  program  participants. 

This  does  not  mean  that  the  Agency  will  no  longer  provide 
assistance  to  non-8 (a)  firms  that  are  currently  eligible  for  7(j) 
services.   Non-8 (a)  firms  will  remain  eligible  to  participate  in 
many  of  our  group  training  opportunities.   In  addition,  these 
firms  will  find  high  quality  assistance  available  from  other  SBA 
programs,  including  Small  Business  Development  Centers  (SBDCs) , 
Small  Business  Institutes  (SBIs)  and  the  Service  Corps  of  Retired 
Executives  (SCORE) . 

Historically,  75  to  85  percent  of  our  7(j)  appropriation  has 
been  used  for  one-on-one  consulting  services.   While  one-on-one 
services  are  valuable  to  our  clients,  we  believe  that  they  should 
be  supplemented  with  a  more  comprehensive  progrzun  of  management 
and  technical  assistance.   This  program  would  include  utilizing 
America's  graduate  and  professional  schools'  executive  management 
programs,  and  providing  seminars,  which  would  be  conducted  by 
SBA's  resource  partners  such  as  SBDCs,  SBIs,  and  SCORE.   We  also 
would  like  to  develop  training  through  other  federal  programs 
such  as  the  Department  of  Commerce's  Minority  Business 
Development  Administration  and  the  federal  government's  executive 
leadership  programs. 
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An  exeunple  of  working  with  established  graduats  school 
progreoDS  took  place  this  summer  when  SBA  provided  finding  to 
allow  the  principals  of  49  8(a)  firms  to  attend  the  highly 
acclaimed  Minority  Business  Executive  Progreun  of  tl»  Amos  Tuck 
School  at  Dartmouth  College  at  a  total  cost  of  $147.,000,  or 
$3,000  per  participant.   I  have  heard  from  many  of  toose  who 
attended  this  program,  and  they  have  been  unanimous  in  their 
praise  for  the  value  of  this  opportunity.   They  receLved  truly 
superior  training  in  such  areas  as  leadership  and  taamwork, 
organizational  behavior,  operations  management,  marketing, 
communications,  finance,  and  financial  and  cost  anaS^sis. 

Our  experience  with  the  Dartmouth  program  bolsters  our 
belief  that  8(a)  firms  are  well  served  when  we  provade  services 
in  a  group  setting.   We  have  identified  several  posidble 
providers  of  courses  like  the  one  at  Dartmouth  inclaiing  Clark 
Atlanta,  Penn  State,  and  Boston  University.  We  will  continue  to 
explore  additional  opportunities  for  training  by  cossulting  with 
our  8(a)  firms,  our  program  graduates,  and  with  this  Committee. 

ENCODRAGIHG  GREATER  PARTICIPATZOM  BY  OTBKR 
AGEKCIE8 

Our  fourth  goal  is  to  encourage  other  governmert:  agencies  to 
provide  greater  contracting  opportunities  for  8(a)  jrogram 
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participants  and  other  small  disadvantaged  businesses  and  thereby 
increase  the  probability  of  higher  revenues  for  ovir  customers. 

Critical  to  achieving  this  goal  is  the  creation  of  a 
government-wide  Small  Disadvantaged  Business  (SDB)  Program 
modeled  after  the  program  now  in  effect  at  the  Department  of 
Defense.  ' 

Under  the  SDB  program,  DOD's  goal  is  to  direct  5  percent  of 
its  procurement  dollars  to  SDBs,  Historically  Black  Colleges  and 
Universities  (HBCUs) ,  and  Minority  Institutions  (Mis) .   To 
achieve  its  goal,  DOD  is  authorized  to  provide  SDB  set-asides. 
DOD  also  gives  a  10  percent  preference  to  SDB  bidders  on  certain 
solicitations  that  are  being  openly  competed. 

This  program  would  complement  the  8(a)  program  by  providing 
additional  contracting  opportunities  for  firms  both  while  they 
are  participating  in  the  8(a)  program  and  after  they  leave  it. 
Firms  will  gain  federal  competitive  experience  in  an  environment 
where  they  compete  only  with  other  SDBs. 

Also  important  to  ovir  achievement  of  this  goal  is  a  future, 
government -wide  use  of  the  Electronic  Data  Interchange  (EDI)  in 
the  federal  procurement  system.   This  is  critical  not  only  to 
8(a)  participants  but  also  to  all  small  businesses.   EDI  is  an 
electronic  system  that  will  be  used  by  procurement  departments  to 
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notify  small  businesses  of  federal  contract  opportunities  under 
$100,000.   Small  businesses  can  not  bid  on  contracts  they  do  not 
know  about.   In  addition,  EDI  will  allow  our  customers  to  bid  on 
these  contracts  through  the  same  electronic  system,  to  facilitate 
contract  award. 

Government  agencies  will  also  be  encouraged  to  provide 
greater  contracting  opportunities  to  8(a)  firms  if  we  lessen  the 
paperwork  involved  in  the  8(a)  contract  award  and  administration 
process.   To  do  this,  we  are  exploring  proposals  to  allow  SBA  to 
delegate  contract  award  and  administration  functions  to  procuring 
agencies  under  what  we  are  calling  our  "Preferred  Contracting 
Authority"  program. 

As  you  know,  SBA  now  enters  into  contracts  with  federal 
agencies  and  subcontracts  performance  to  eligible  8(a)  firms. 
This  requires  a  great  investment  of  time  by  procuring  agency 
personnel  and  the  SBA. 

For  example,  SBA  could  enter  into  agreements  with  federal 
agencies  and  departments  to  delegate  contract  award  and 
administration  authority  to  federal  agencies.   SBA  could, 
however,  retain  the  right  to  revoke  this  delegated  authority  if 
an  agency  violated  SBA  regulations,  federal  acquisition 
regulations  or  other  terms  of  the  agreement.   SBA  could  continue 
to  accept  contract  offerings  for  the  8(a)  program  on  specified 
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terms,  while  allowing  agencies  to  contract  directly  with  eligible 
8(a)  firms.   We  could  also  retain  authority  to  resolve  disputes 
regarding  8(a)  contract  matters.  _^ 

We  will  also  examine  how  to  instill  more  flexibility  into 
the  8(a)  competitive  process.   Under  current  legislation, 
manufacturing  contracts  in  excess  of  $5  million  and  contracts  in 
all  other  industries  in  excess  of  $3  million  must  be  competed 
among  eligible  8(a)  firms.   After  several  years  of  experience 
with  this  process  we  have  learned  that  in  8(a)  competition  one 
size  does  not  fit  all.   Time  and  again  federal  agencies  have 
complained  that  the  competitive  thresholds  are  either  too  high  or 
too  low.   Therefore,  we  will  be  looking  at  ways  to  make  the 
competitive  process  more  efficient  and  more  responsive  to  the 
needs  of  our  procurement  partners  so  that  they  will  make  a 
greater  nusiber  of  contracts  available  for  our  customers. 

I  have  just  talked  about  a  number  of  the  8(a)  program 
changes  that  we  want  to  make  to  improve  our  delivery  of  services 
to  our  customers.   I  have  not  mentioned,  however,  one  final 
element  that  is  critical  to  the  ultimate  success  of  our  plans  — 
the  successful  completion  of  the  automation  system  that  SBA  has 
been  developing  for  the  past  several  years. 

Ms.  "Watts  will  provide  more  detail  on  the  current  status  of 
the  various  components  of  the  system.   But,  I  want  to  stress  how 
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absolutely  essential  the  success  of  this  system  is  to  the  8(a) 
program  overall.   Since  its  beginnings,  the  8(a)  program  has  not 
had  an  efficient,  reliable  management  information  system.   The 
current  system  was  originally  designed  as  a  financial  reporting 
system.   It  contains  only  skeletal  information  on  the  8(a) 
participants  and  8(a)  contract  awards.   The  system  runs  on  the 
Agency's  mainframe  and  allows  local  users  almost  no  ability  to 
manipulate  the  data  that  must  be  input  at  that  level.   Because 
the  system  is  of  little  use  to  the  field  offices,  keeping  the 
data  current  has  been  just  one  more  paperwork  burden  for  the 
field  staff,  with  no  measurable  reward. 

This  dismal  situation  is  now  in  the  process  of  being 
corrected.   I  assure  you  that  we  know  how  important  good  data  is 
to  good  program  management.   We  can  not  run  the  8(a)  program  when 
do  not  have  automated  access  to  accurate  data  on  every  progreun 
participant,  every  program  contract,  and  every  one  of  our 
procurement  partners.   The  completed  system  will  provide  this 
critical  data,  and  I  have  made  the  successful  completion  of  this 
system  a  top  Agency  priority.   Our  plans  call  for  spending 
approximately  $900,000  over  the  next  2  years  to  complete  this 
system. 

I  strongly  believe  in  the  8(a)  progrjun  changes  that  I  have 
announced  here  today.   However,  you  have  my  pledge  that,  in 
looking  at  ways  to  improve  the  8(a)  program,  I  will  not  lose 
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sight  of  my  commitment,  nor  that  of  President  Clinton,  to  provide 
greater  access  for  small  businesses  owned  by  disadvantaged 
individuals.   I  will  not  sacrifice  efficiency  for  expediency,  and 
I  will  not  make  choices  regarding  changes  just  because  they  are 
easier,  or  less  controversial. 

I  will  count  on  your  help  in  maOcing  these  changes  possible. 
I  also  promise  you  that  this  is  just  the  beginning.   Over  the 
next  several  months,  we  will  be  meeting  with  our  customers,  8 (a) 
program  graduates,  trade  associations,  representatives  of  other 
agencies  —  especially  the  Office  of  Federal  Procurement  Policy  - 
-  and  with  Members  of  this  Committee,  to  discuss  ways  to  improve 
this  program. 

Throughout  this  process,  we  will  be  discussing  the  numerous 
additional  changes  related  to  the  8(a)  program  to  make  it  more 
user  friendly,  cost  effective,  and  highly  productive  for  our 
customers  —  the  socially  and  economically  disadvantaged  owners 
of  small  businesses. 

Now  I'd  like  to  ask  Ms.  Hatts  to  address  some  of  the 
specific  concerns  raised  in  the  GAO  draft  report  on  the  MSB&COD 
program  and  yovir  letter  of  June  22nd. 
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Mr.  Chairman  and  Members  of  the  Committee,  it  is  my  pleasure 
to  be  here  today  to  provide  information  relating  to  the  GAO 
follow-up  report,  and  other  matters  that  are  of  interest  to  the 

Committee . 

As  you  know,  the  current  report  is  a  follow-up  to  the  report 
issued  by  GAO  in  January  1992.   The  follow-up  report  acknowledges 
that  SBA  has  made  progress  in  correcting  some  of  the  deficiencies 
noted  in  the  original  report,  but  notes  our  continuing 
difficulties  in  some  areas.   Some  of  the  deficiencies  were 
exacerbated  by  Agency  downsizing,  but  we  believe  that  when  our 
new  systems  are  in  place,  improved  efficiency  will  more  than 
compensate  for  reduced  staff  levels.   I  will  address  the  six 
areas  discussed  by  GAO  in  the  order  that  they  appear  in  the 
report . 

1.    The  follow-up  report  indicates  that  our  efforts  to  automate 
the  8(a)  program  have  been  hampered  by  a  failure  to  properly  plan 
the  redesign  of  our   management  information  system.   In  addition, 
the  report  notes  that  the  absence  of  a  reliable  automation  system 
hampers  SBA's  ability  to  provide  Congress  and  its  own  program 
managers  with  timely  8(a)  program  information. 

Although  our  planning  documents  are  not  in  the  required 
format,  our  computer  system  designers  worked  closely  with  the 
potential  users  in  our  field  offices  to  assure  that  the  system 
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will  meet  their  needs.   Overall,  the  automation  plan  has  been 
sound,  and  progress  toward  full  implementation  is  being  made. 

The  first  phase  of  the  Certification  Tracking  System  (CTS) 
is  on-line  and  in  use  in  the  SBA  Central  Office  and  in  the 
Central  Office  Duty  Stations.   However,  it  is  not  yet  available 
for  use  by  ovur  field  office  staffs  in  the  district  and  regional 
offices. 

CTS  allows  SBA  to  track  program  applications  from  the  date 
of  initial  submission  through  the  final  approval  or  decline 
decision.   The  system  also  captures  background  information  on  the 
firm  and  its  principals  that  will  be  transferred  to  the  servicing 
portion  of  our  automation  system  and  maintained  and  updated  to 
provide  a  permanent  record  of  the  firm's  structure  and  ownership 
over  time. 

GAO's  assertion  that  CTS  lacks  the  capability  to  identify 
delays  occurring  in  the  review  process  is  not  accxirate.   The  CTS 
system  is  a  database.   Since  early  in  the  development  of  the 
system,  we  have  had  the  ability  to  manipulate,  sort  and  report  on 
the  data  that  the  system  contains.   What  we  could  not 
automatically  produce  was  a  formatted  report  available  on  a 
regular  basis.   Now,  however,  this  deficiency  has  been  overcome. 
Oxir  Office  of  Information  Resources  Management  is  now  using  the 
CTS  data  to  provide  monthly  application  status  reports  to 
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MSB&COD.  These  reports  will  allow  us  to  better  identify  where 
processing  delays  are  occurring.   However,  just  )cnowing  where 
delays  are  occurring  is  not  enough.   We  must  also  know  why  delays 
are  occurring. 

We  have  worked  diligently  to  identify  where  and  why  delays 
have  occurred  and  what  we  can  do  to  prevent  such  delays  from 
recurring  in  the  future.   Our  decision  to  centralize  the  DPCE 
function,  which  Mr.  Bowles  just  outlined  for  you,  resulted  from 
our  monitoring  of  the  8(a)  application  process. 

The  first  segment  of  the  Servicing  and  Contracts  System 
(SACS) ,  the  servicing  component  of  our  automation  system,  was 
recently  piloted  in  the  Richmond  District  Office.   This  system, 
which  will  be  maintained  in  each  local  office,  contains  critical 
data  on  each  firm's  day  to  day  activities  while  participating  in 
the  8(a)  program  participant.   This  includes,  eunong  other  things, 
historical  financial  data,  a  compilation  of  services  received  by 
the  firm  from  other  SEA  programs,  and  data  on  contracts  offered 
for,  and  awarded  to  the  8(a)  firm. 

We  recently  held  two  national  training  sessions  on  SACS  for 
our  field  staff,  and  a  third  training  session  is  scheduled  for 
October.   We  anticipate  that  installation  of  SACS  in  all  field 
offices  will  take  place  during  FY  1S94. 
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The  GAO  report  notes  that  SBA  has  missed  deadlines  in 
submitting  its  annual  report  to  Congress  on  MSB&COD  program 
activities.   This  is  correct.   However,  copies  of  the  report  on 
program  activities  for  fiscal  year  1992  were  provided  to  each  of 
you,  and  to  the  members  of  the  Senate  Small  Business  Committee  in 
July. 

Although  the  delays  which  SBA  experienced  in  completing  the 
annual  report  in  a  timely  manner  this  year,  and  in  the  previous 
two  years,  are  primarily  attributable  to  the  deficiencies  in  the 
present  automated  system,  I  have  asked  my  staff  to  compile  the 
required  data  to  provide  the  fiscal  year  1993  report  on  a  more 
timely  basis. 

2.   The  next  problem  raised  in  the  GAO  draft  report  is  SBA's 
continuing  failure  to  achieve  the  90  day  processing  time  frame 
mandated  by  statute.   GAO  indicates  that  the  cvirrent  8(a) 
application  processing  time  exceeds  140  days.   This  shows  a 
slippage  of  approximately  23  days  when  compared  to  the  prior  GAO 
review  which  reported  an  average  application  processing  time  of 
117  days. 

As  Mr.  Bowles  has  stated,  our  actual  average  processing 
times  have  increased  since  the  GAO  follow-up  study  was  performed. 
Earlier  in  this  testimony  we  provided  a  chart  showing  the  actual 
aging  of  8(a)  program  applications  cxirrently  being  processed. 
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The  slippage  in  processing  tine  is  directly  attributable  to 
two  causes:   loss  of  staff  and  our  awkward  staffing  structure 
which  requires  long-distance  supervision  and  necessitates  two 
levels  of  review  at  geographically  distant  locations. 

Since  October  1,  1991,  the  Eligibility  Division  has  lost  16 
employees  directly  involved  in  processing  8(a)  program 
applications  in  the  field  offices.   Two  more  will  depart  within 
the  month.   We  have  also  lost  another  four  Central  Office 
eligibility  division  employees. 

Despite  these  problems,  however,  I  would  note  that,  for 
several  years  prior  to  the  enactment  of  Public  Law  100-656  in 
November  1988,  8(a)  application  processing  time  frames  averaged 
350-560  days.   Therefore,  although  we  continue  to  far  exceed  the 
90  day  processing  time  frame  mandated  by  the  statute,  we  have 
been  able  to  maintain  a  much  shorter  processing  time  than  prior 
to  1988,  with  no  sacrifice  in  quality.   We  believe  that 
centralization  of  the  DPCE  function,  coupled  with  effective  use 
of  an  accurate  management  information  system,  will  serve  to 
finally  resolve  the  problems  noted  in  the  GAO  report. 

3.    The  GAO  draft  report  is  complimentary  of  the  progress  that 
SBA  has  made  in  establishing  systems  to  track  the  assistance  it 
provides  to  8(a)  firms  under  the  7(j)  management  and  technical 
assistance  program.   The  draft  report  also  notes  that  SBA  has 
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contracted  for  the  development  of  a  system  to  measure  the  ongoing 
effectiveness  of  assistance  provided  under  the  7(j)  program. 
Work  has  now  begun  on  this  contract.   We  will  keep  GAO  apprised 
of  the  contractor's  progress  in  this  endeavor. 

4.  The  draft  report  also  recognizes  that  SBA  is  now  tracking 
the  amount  of  financial  assistance  it  provides  to  8 (a)  firms 
through  its  primary  lending  tools:   SBA  loan  guarantees,  8(a) 
direct  loans,  and  previously  allowed  advance  payments.   It 
indicates,  however,  that  we  do  not  collect  information  on 
financial  assistance  provided  by  SBA-sponsored  Small  Business 
Investment  Companies  (SBICs)  or  the  new  micro-loan  program. 

As  you  know,  SBA  does  not  lend  directly  to  businesses  under 
the  SBIC  or  micro-loan  programs.   We  maintain  information  on  the 
assistance  provided  by  SBA  to  our  intermediaries,  and  we  receive 
from  these  intermediaries  information  related  to  individual 
recipients.   However,  information  on  individual  recipients,  8(a) 
or  otherwise,  is  not  compiled  in  SBA's  national  loan  accounting 
system.  We  have  discussed  this  issue  with  the  managers  of  the 
SBIC  and  micro-loan  programs,  and  they  will  be  examining  ways  to 
efficiently  capture  data  on  individual  SBIC  and  micro-loan 
recipients  who  participate  in  the  8(a)  program. 

5.  In  its  prior  report,  GAO  criticized  SBA  for  not  taking  steps 
to  withhold  contracts  from,  or  terminate  the  participation  of, 
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8(a)  firms  falling  to  file  new  business  plans  after  the  enactment 
of  Public  Law  100-656.   In  its  draft  report,  GAO  acknowledges 
that  most  8(a)  firms  now  have  approved  business  plans,  and  that 
SBA  is  taOcing  appropriate  actions  in  those  cases  where  business 
plans  have  not  been  submitted. 

GAO  notes,  however,  that  our  ability  to  perform  required 
annual  reviews  of  the  business  plans  varies  among  field  offices, 
depending  on  work  load  and  staffing  conditions.   This  is  correct. 
SBA  can  not  dispute  the  finding  that  resource  limitations 
adversely  affect  our  ability  to  review  and  update  participants' 
business  plans.   You  may  be  assured  that,  as  part  of  the  overall 
restructuring  of  SBA,  we  will  be  reallocating  existing  personnel 
to  provide  better  staffing  at  the  point  of  customer  service 
delivery  —  our  district  offices. 

6.    Finally,  GAO  indicates  that  the  dollar  value  of  8(a) 
contracts  awarded  through  competition  has  improved  over  prior 
fiscal  year  levels.   We  agree  with  this  conclusion.   We  also  note 
that  we  are  considering  proposed  changes  to  the  8(a)  competitive 
process  that  should  serve  to  further  improve  the  efficiency  and 
use  of  this  process. 

When  discussing  the  contracting  process,  GAO  indicates  that 
it  believes  SBA  regulations  regarding  the  application  of 
competitive  thresholds  to  indefinite  delivery/ indefinite  quantity 
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(IDIQ)  type  contracts  allow  agencies  to  circumvent  competition 
requirements.   This  contract  type  is  used  for  procurements  when 
precise  quantities  and  delivery  of  supplies  or  services  are 
unJuiown.   For  contracts  of  this  type,  the  procuring  agency 
generally  specifies  the  minimum  dollar  amount  that  it  has 
committed  to  the  procurement  as  well  as  the  total  estimated  value 
of  the  procurement. 

For  example,  an  agency  may  wish  to  enter  into  an  IDIQ-type 
contract  where  it  will  agree  to  buy  an  unspecified  number  of 
items  over  a  fixed  period  of  time  from  a  particular  8(a) 
contractor.   When  the  agency  offers  the  procurement  to  the  8(a) 
program,  it  will  tell  us  the  minimum  dollar  amount  that  it  has 
committed  to  spend  buying  items  —  the  "guaranteed  minimum 
amount,"  and  it  will  also  give  us  its  estimate  of  what  it 
actually  expects  to  spend  over  the  life  of  the  contract  —  the 
"Government  estimate."  These  figures  can  differ  by  a  significant 
amount . 

vnien  attempting  to  implement  the  competition  requirements  of 
P\iblic  Law  100-656,  SBA  determined  that  it  was  appropriate  to 
base  the  competitive  thresholds  on  the  minimum  guaranteed  amount 
because  there  was  no  certainty  that  an  8(a)  firm  would  ever 
realize  significant  income  from  the  prociirement .   Despite  the 
soundness  of  this  rationale,  SBA  is  aware  that  a  great  potential 
exists  for  procuring  agencies  to  use  the  IDIQ  exception  to  award 
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contracts  on  a  sole  source  basis,  thus  circumventing  the 
requirement  for  competition. 

Therefore,  we  are  proposing  a  change  in  8(a)  regulations  to 
require  that  IDIQ-type  contracts  be  treated  like  all  other 
contracts  when  determining  the  threshold.   Specifically,  the 
threshold  will  be  applied  to  the  total  estimated  value  of  the 
contract,  including  options.   This  proposed  regulatory  change 
will  be  published  for  public  comment.   After  the  close  of  the 
comment  period,  we  will  consider  all  comments  received,  and  will 
determine  whether  our  proposed  change,  or  any  other  change,  is 
appropriate  to  resolve  the  IDIQ  issue. 

Finally,  the  Committee  asked  for  information  regarding  our 
administration  and  enforcement  of  the  competitive  business  mix 
requirements  of  Public  Law  100-656.   SBA  examines  compliance  with 
competitive  business  mix  requirements  as  part  of  its  annual 
review  of  8(a)  participants  in  the  transitional  stage  of  program 
participation.   Each  firm,  as  part  of  its  annual  update,  is 
required  to  submit  to  SBA  a  business  activity  report  showing  the 
amount  of  8(a)  and  non-8 (a)  revenues.   Additionally,  SBA 
regulations  require  that  program  participants  in  the  transitional 
stage  certify  that  they  are  in  compliance  with  their  competitive 
business  mix  targets  prior  to  the  award  of  each  8(a)  contract. 
The  field  office  responsible  for  servicing  the  firm  then 


30 


77 


determines  compliance  with  business  activity  targets  based  on  a 
review  of  the  firm's  business  activity  report. 

In  its  implementing  regulations  published  in  August  1989, 
SBA  established  ranges  for  the  percentage  of  non-8 (a)  revenues 
each  firm  must  achieve  during  its  transitional  stage.   These 
regulations  also  listed  the  remedial  measures  that  SBA  could 
impose  on  firms  that  fail  to  meet  the  required  mixes. 

The  remedial  measures  include  requiring  the  firm  to  obtain 
management  and  technical  assistance;  conditioning  the  award  of 
future  sole  source  contracts  on  the  participant's  tzdcing 
affirmative  steps  to  expand  its  competitive  business  activity; 
reducing  the  firm's  approved  8(a)  support  level;  reducing,  or 
eliminating  sole  source  8(a)  contracts;  and  program  termination. 
The  regulations  state  that  the  type  of  remedial  measure  used 
depends  in  part  on  the  extent  to  which  the  program  participant 
failed  to  obtain,  and  the  effort  expended  in  seeking,  non-8 (a) 
business. 

We  believe  that,  overall,  our  field  offices  are 
appropriately  monitoring  participants'  compliance  with  the 
statutorily  mandated  competitive  business  mix  requirements. 
However,  because  we  have  learned  that  there  is  some  inconsistency 
in  our  application  of  competitive  business  mix  requirements,  we 
intend  to  provide  additional  training  to  the  field  office  staff. 
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We  want  to  be  sure  that  when  remedial  measures  are  necessary, 
they  are  imposed  in  a  fair  and  consistent  manner. 

I  would  like  to  thank  you  for  giving  me  the  opportunity  to 
offer  these  comments.   I  would  also  like  to  assure  you  that  I, 
too,  am  deeply  committed  to  the  achievement  of  positive  changes 
in  the  8(a)  program.   I  will  look  forward  to  working  with  you  to 
that  end. 

Now,  as  Mr.  Bowles  has  indicated,  we  will  be  happy  to  answer 
any  questions  that  you  may  have. 
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Mr.  Chairman  and  Members  of  the  Committee: 

We  are  pleased  to  be  here  to  discuss  our  report  that  you  are 
releasing  today  on  the  Small  Business  Administration's  (SBA) 
progress  in  implementing  changes  to  its  8(a)  business  development 
program  that  were  mandated  by  the  Business  Opportunity  Development 
Reform  Act  of  1988  and  subsequent  amendments . ''  As  you  know,  the 
goal  of  the  8(a)  program  is  to  promote  the  development  of  small 
businesses  that  are  owned  and  controlled  by  socially  and 
economically  disadvantaged  individuals. 

The  Congress  enacted  this  act^  because  the  8(a)  program  was 
not  developing  firms  owned  by  socially  and  economically 
disadvantaged  individuals  into  viable  businesses.   The  Congress 
noted  that  gaining  access  to  the  8(a)  program  was  a  lengthy  and 
burdensome  process,  program  administration  was  inefficient,  and  few 
firms  were  able  to  compete  successfully  in  the  open  market  upon 
leaving  the  8(a)  program.   To  remedy  these  problems,  the  act  made  a 
number  of  changes  to  improve  the  8(a)  program's  organization  and 
participation  standards,  business  development  activities,  and 
overall  management.   These  changes  included  requiring  that  SBA  (1) 
develop  and  implement  a  process  for  systematically  collecting  8(a) 
program  data;  (2)  annually  report  to  the  Congress  on  the  program's 
status  and  accomplishments;  (3)  process  8(a)  program  applications 


''small  Business;   Problems  Continue  With  SBA's  Minority  Business 
Development  Program  (GAO/RCED-93-145,  Sept. 17,  1993). 

^The  "act"  refers  to  both  the  1988  legislation  and  subsequent 
technical  amendments  enacted  in  June  1989. 
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within  90  days;  (4)  obtain  revised  business  plans  from  8(a)  firms 
so  that  SBA  can  better  monitor  their  development;  (5)  annually 
review  each  business  plan  and,  with  the  8(a)  firm,  modify  the  plan 
accordingly  to  help  the  firm  achieve  its  business  development 
goals;  and  (6)  competitively  award  8(a)  contracts  which  exceed  a 
certain  dollar  threshold. 

As  you  will  recall,  Mr.  Chairman,  we  testified  before  this 
Committee  in  March  1992  regarding  the  difficulties  that  SBA  was 
having  in  implementing  the  legislative  changes,  and  the  agency's 
lack  of  reliable  program  data  needed  to  effectively  manage  the  8(a) 
program.^  Because  of  these  problems,  you  requested  at  that  hearing 
that  we  continue  to  assess  SBA's  efforts  to  implement  the  mandated 
program  provisions. 

In  summary,  while  SBA  has  made  progress  in  implementing  some 
program  changes,  it  continues  to  have  difficulty  in  implementing 
others.   SBA  did  not  plan  the  redesign  of  the  8(a)  program's 
management  information  system  in  accordance  with  federal 
regulations  and  guidelines;  SBA's  latest  estimate  for  completing 
the  redesign  work  is  late  1995,  5  years  later  than  it  originally 
estimated;  and  SBA  has  yet  to  develop  an  estimate  of  the  total  cost 
for  the  system's  redesign.   Without  such  a  system,  the  Congress  and 
program  managers  cannot  determine  what  assistance  is  being  provided 


'For  a  transcript  of  our  testimony,  see  Small  Business:   The  Small 
Business  Administration's  Progress  in  Restructuring  Its  8(a) 
Business  Development  Program  (GAO/T-RCED-92-35) . 


to  8(a)  firms,  assess  its  effectiveness,  or  most  importantly, 
assess  the  8(a)  program's  overall  effectiveness  in  developing  8(a) 
firms.   The  need  for  basic  information  on  program  accomplishments 
has  been  reinforced  with  the  recent  enactment  of  the  Government 
Performance  and  Results  Act  of  1993.   This  legislation  requires  all 
federal  agencies  to  develop  the  information  necessary  to  make 
objective  evaluations  of  program  performance. 

In  addition,  SBA's  certification  of  8(a)  program  participants 
continues  to  exceed  the  90  days  mandated  in  the  act,  averaging  170 
days  in  fiscal  year  1992.   Most  8(a)  firms  have  new  or  revised 
business  plans  approved  by  SBA,  but  SBA  is  not  annually  reviewing 
each  approved  business  plan  as  required  by  the  act.   And  while  the 
value  of  8(a)  contracts  awarded  competitively  during  fiscal  year 
1992  exceeded  the  combined  values  of  the  prior  2  fiscal  years,  the 
distribution  of  8(a)  contracts  continues  to  be  concentrated  in  a 
very  small  percentage  of  8(a)  firms. 

In  addition,  while  SBA  has  improved  its  tracking  and 
acquisition  of  management  and  technical  assistance  provided  to  8(a) 
firms,  it  still  needs  to  develop  criteria  for  measuring  the 
effectiveness  of  such  assistance.   Finally,  while  SBA  tracks  the 
principal  SBA  programs  that  provide  financial  assistance  to  8(a) 
firms,  it  still  does  not  know  the  full  extent  of  financial 
assistance  provided  to  8(a)  firms  by  all  SBA  programs. 
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BACKGROUND 

The  8(a)  program  is  administered  by  SBA's  Office  of  Minority 
Small  Business  and  Capital  Ownership  Development.   As  of  May  1993, 
there  were  4,483  active  8(a)  firms  in  the  program.   In  fiscal  year 
1992,  the  8(a)  program  provided  4,693  new  8(a)  contracts  and  16,578 
contract  modifications  to  new  and  existing  8(a)  contracts,  together 
totaling  $3.67  billion,  to  8(a)  firms. 

The  8(a)  program  is  the  federal  government's  principal  vehicle 
for  developing  small  businesses  that  are  owned  by  minorities  and 
other  socially  and  economically  disadvantaged  individuals.   Since 
the  late  1960s — when  SEA  first  used  the  8(a)  program's  authority  to 
provide  jobs  in  distressed  urban  areas — the  8(a)  program  has 
evolved  from  one  of  creating  jobs  to  one  of  developing  firms  owned 
by  socially  and  economically  disadvantaged  individuals  into  viable 
businesses.   Toward  this  end,  the  Congress  has  made  three  major 
legislative  attempts — in  1978,  1980,  and  1988 — to  improve  SBA's 
administration  of  the  8(a)  program  and  to  emphasize  its  business 
development  aspects. 

Over  the  years,  reports  by  us,  SBA's  Inspector  General,  and 
others  have  shown  that  SBA  has  continually  had  problems  in 
administering  the  8(a)  program.   These  reports  have  made  numerous 
recommendations  to  improve  SBA's  administration  of  the  8(a) 
program.   However,  most  recently,  a  report  issued  by  the  U.S. 
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Commission  on  Minority  Business  Development  concluded  that  no  more 
could  be  done  to  correct  SBA's  lax  responsibility  toward  the  8(a) 
program  and  recommended  that  most  of  SBA's  8(a)  program  authorities 
be  transferred  to  a  new  agency,  which  would  need  to  be  created  by 
statute,  in  the  Department  of  Commerce.*  The  report  stated  that 
SBA's  lack  of  progress  with  regard  to  the  8(a)  program  is  due  more 
to  an  institutional  aversion  to  the  minority  business  programs  than 
to  some  chronic  resource  limitation. 

REDESIGN  OF  THE  Sra)  PROGRAM'S  MANAGEMENT 
INFORMATION  SYSTEM  NOT  PROPERLY  PLANNED 

The  act  requires  that  SBA  develop  a  systematic  data  collection 
process  and  report  annually  to  the  Congress  on  the  8(a)  program's 
status  and  accomplishments.   In  1992,  we  reported  that  SBA's 
management  information  system  for  the  8(a)  program  did  not  provide 
SBA  with  the  data  needed  to  effectively  manage  the  program  or  to 
meet  the  act's  reporting  requirements.'  We  also  reported  that  SBA 
recognized  the  inadequacies  of  the  system  and  had  begun  a  four-step 
approach  to  redesign  the  8(a)  program's  management  information 
system. 


^United  States  Commission  on  Minority  Business  Development — Final 
Report  (Wash.,  D.C.,  1992). 

^Small  Business:   Problems  in  Restructuring  SBA's  Minority  Business 
Development  Program  (GAO/RCED-92-68,  Jan.  31,  1992). 
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However,  our  followup  work  shows  that  much  of  SBA's  initial 
efforts  to  redesign  the  system  were  not  planned  in  accordance  with 
federal  regulations  and  guidelines.   Specifically,  (1)  a  needs 
determination  that  defines  the  requirements  of  the  system  in 
relation  to  the  agency's  mission  was  not  completed;  (2)  an  analysis 
of  the  various  alternative  designs  for  the  system,  including  the 
costs  and  benefits  of  each,  was  not  performed  according  to  federal 
requirements;  and  (3)  SBA's  overall  plan  for  implementing  the 
system  did  not  outline  software,  hardware,  and  telecommunications 
requirements;  describe  how  the  related  systems  would  be  interfaced 
and  integrated;  or  provide  a  schedule  and  cost  estimate  for  the 
redesign  effort.   As  a  result,  SEA  does  not  know  how  much  the 
redesign  will  cost  and  has  little  assurance  that  the  alternative  it 
selected  is  the  most  cost-effective. 

In  addition,  the  lack  of  proper  planning  has  helped  to  delay 
SBA's  implementation  of  the  8(a)  program's  management  information 
system  and  to  increase  the  system's  costs.   SBA  originally 
estimated  in  1989  that  the  redesign  of  the  8(a)  management 
information  system  would  be  completed  in  1990.   In  June  1993,  SBA 
officials  estimated  that  it  would  take  until  late  1995  before  the 
system's  redesign  is  complete.   Contract  costs  for  developing  the 
second  phase  of  the  system's  redesign  increased  by  more  than  240 
percent — from  about  $120,000  to  over  $418,000 — during  fiscal  year 
1992.   The  contractor  responsible  for  developing  this  phase 
repeatedly  cited  SBA's  failure  to  define  users'  requirements  for 
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the  system  as  an  impediment  to  its  development.   As  of  June  1993, 
SBA  had  no  estimate  of  the  total  cost  of  redesigning  this  system. 

The  act  also  requires  SBA  to  report  to  the  Congress  by  April 
30  of  each  year  on  the  status  of  8(a)  firms  and  the  8(a)  program's 
accomplishments  during  the  previous  fiscal  year.   The  first  report, 
due  in  April  1991  and  covering  fiscal  year  1990  activities,  was  not 
submitted  to  the  Congress  until  October  1991.   SBA's  fiscal  year 
1991  report  was  not  submitted  until  November  1992.   SBA  did  not 
submit  the  report  for  fiscal  year  1992  until  the  end  of  July  1993. 
According  to  SBA,  the  delays  occurred  because  the  8(a)  management 
information  system  did  not  include  data  needed  to  meet  the 
reporting  requirements  and  SBA  had  to  query  its  field  offices  for 
the  data. 

CERTIFICATION  OF  8(a)  PROGRAM  PARTICIPANTS 
CONTINUES  TO  TAKE  LONGER  THAN  THE  ACT  ALLOWS 

In  an  effort  to  improve  access  to  the  8(a)  program,  the  act 
requires  SBA  to  process  each  application  and  decide  on  an 
applicant's -eligibility  for  the  8(a)  program  within  90  days  of 
receiving  a  completed  application.   In  1992,  we  reported  that  (1) 
only  24  percent  of  the  applications  processed  during  the  first  11 
months  of  1990  met  the  mandated  time  frame,  (2)  SBA  was  averaging 
117  days  to  process  an  application,  and  (3)  SBA  was  unable  to 
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determine  where  delays  were  occurring  because  of  missing  data  in 
its  manual  application-tracking  system. 

SBA  continues  to  have  difficulty  meeting  the  act's  90-day 
processing  requirement.   During  fiscal  year  1992,  SBA  completed  the 
processing  of  and  decided  on  846  8(a)  program  applications.   Our 
analysis  showed  that  SBA  took  an  average  of  170  days  to  decide 
whether  to  approve  or  decline  each  of  these  applications.   Of  the 
846  applications,  only  68,  or  about  8  percent,  were  processed  in  90 
days  or  less.   At  the  same  time,  531  applications,  or  about  63 
percent,  took  at  least  151  days  to  process.   (App.  I  of  this 
testimony  shows  the  processing  times  for  the  846  applications.) 
According  to  SBA,  of  the  554  8(a)  program  applications  in 
processing  as  of  late  May  1993,  231,  or  42  percent,  had  already 
exceeded  the  90-day  requirement. 

In  1992,  we  reported  that  SBA  was  developing  an  automated 
system  to  track  8(a)  program  applications.   We  recommended  that  SBA 
fully  implement  the  system  and  use  it  to  identify  where  and  why 
application  processing  delays  are  occurring,  and  work  to  meet  the 
mandated  90-day  processing  requirement. 

Although  in  responding  to  our  recommendation  in  July  1992,  SBA 
stated  that  the  new  system  could  identify  where  and  why  processing 
delays  were  occurring,  our  followup  work  shows  that  the  system 
still  is  not  capable  of  producing  standard  reports  that  provide  SBA 
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with  such  information.   Since  January  1992,  SBA's  emphasis  has  been 
on  entering  application  information  into  the  system  in  order  to 
build  a  data  base.   SBA  plans  to  incorporate  a  reporting  capability 
into  the  system  that  will  routinely  track  and  provide  standard 
reports  on  application  processing,  but  because  of  other  ongoing 
system  redesign  work,  SBA  estimates  that  work  will  not  begin  on 
this  effort  until  sometime  in  fiscal  year  1994.   Until  SBA  builds 
such  a  reporting  capability  into  its  8(a)  program  application- 
tracking  system,  it  will  not  be  able  to  routinely  identify  and  deal 
with  application-processing  delays  on  a  day-to-day  basis. 

Despite  the  automated  application-tracking  system's  lack  of  a 
reporting  capability,  SBA  officials  maintain  that  they  are  aware  of 
where  the  application-processing  delays  are  occurring  and  are 
considering  organizational  changes  that  are  designed,  in  part,  to 
decrease  application-processing  times.   SBA  has  already 
restructured  the  8(a)  application-review  process  in  its  central 
office  and  reduced  the  overall  number  of  application  reviews.   SBA 
is  also  considering  eliminating  its  field  offices  from  the 
application-review  process,  and  consolidating  all  8(a)  program 
application-review  functions  at  the  central-office  level. 

NOT  ALL  BUSINESS  PLANS  REVIEWED  ANNUALLY 

The  act  gave  increased  importance  to  the  business  plan  as  a 
tool  to  aid  an  8(a)  firm's  development  by  requiring  that  each  plan, 
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among  other  things,  analyze  the  firm's  strengths  and  weaknesses, 
set  forth  its  business  development  goals  and  objectives,  and 
estimate  its  future  8(a)  and  non-8 (a)  contract  activity.   The  act 
further  directed  that  (1)  for  any  firm  entering  the  8(a)  program 
after  June  1,  1989,  SBA  approve  the  firm's  business  plan  before  the 
firm  becomes  eligible  for  contracts  and  (2)  SBA  annually  review 
each  business  plan  with  the  firm  and  modify  the  plan,  as  needed,  to 
make  sure  that  the  firm's  business  development  goals  are  realistic 
and  to  help  the  firm  achieve  them. 

The  number  of  firms  in  the  8(a)  program  with  approved  business 
plans  has  increased.   In  1992,  we  reported  that  SBA  had  reviewed 
and  approved  business  plans  for  2,250  firms,  or  57  percent,  of  the 
3,922  firms  in  the  8(a)  program  as  of  October  1,  1991.   The  latest 
data  available  from  SBA  showed  that,  as  of  November  30,  1992,  3,564 
firms,  or  about  88  percent,  of  the  4,071  firms  in  the  8(a)  program 
at  that  time  had  new  or  revised  business  plans  approved  by  SBA. 
According  to  SBA  officials,  the  remaining  12  percent  were  either 
relatively  new  to  the  8(a)  program,  not  receiving  8(a)  contracts, 
or  in  the  process  of  being  terminated  from  the  8(a)  program. 

Our  review  of  files  for  71  randomly  selected  8(a)  firms 
located  in  four  district  offices  in  SBA's  Regions  III  and  VI  showed 
that  66  of  the  firms  had  new  or  revised  business  plans  approved  by 
SBA.   Specifically,  all  26  8(a)  firms  in  the  New  Orleans  and  San 
Antonio  District  Offices,  27  of  the  30  8(a)  firms  in  the 
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Washington,  D.C,  District  Office,  and  13  of  the  15  8(a)  firms  in 
the  Philadelphia  District  Office  had  approved  business  plans.   None 
of  the  five  firms  without  approved  business  plans  had  received  8(a) 
contracts  during  fiscal  years  1991  and  1992.   The  files  also  showed 
that  SBA  had  informed  firms  that  remedial  measures  would  be  taken 
if  the  firms  did  not  submit  business  plans.   For  example,  the 
Philadelphia  District  Office  threatened  to  terminate  two  of  the 
firms  in  our  sample  from  the  8(a)  program  for  not  submitting 
business  plans.   During  our  review,  one  of  the  firms  submitted  its 
plan  and  SBA  approved  it,  but  the  other  had  not  submitted  a  plan. 

However,  our  file  review  also  showed  that  SBA  is  not  annually 
reviewing  approved  business  plans,  as  required  by  the  act.   In 
addition,  the  emphasis  given  to  the  annual  reviews  varied  between 
SBA  offices.   SBA  had  not  conducted  annual  reviews  of  the  business 
plans  for  8  of  the  15  8(a)  firms  in  the  Philadelphia  District 
Office  and  10  of  the  30  8(a)  firms  in  the  Washington,  D.C, 
District  Office.   SBA  officials  in  these  offices  stated  that  staff 
had  placed  a  low  priority  on  such  reviews.   Conversely,  SBA  had 
conducted  annual  business  plan  reviews  for  11  of  the  13  8(a)  firms 
in  the  San  Antonio  District  Office  and  all  13  of  the  8(a)  firms  in 
the  New  Orleans  District  Office.   Unless  it  annually  reviews  the 
business  plan  of  each  8(a)  firm,  SBA  has  little  or  no  assurance 
that  the  business  development  goals  in  the  plan  remain  realistic. 
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MORE  8fa^  CONTRACTS  AWARDED  COMPETITIVELY. 
BUT  8fa^  CONTRACTS  STILL  CONCENTRATED  IN 
SMALL  PERCENTAGE  OF  FIRMS 

To  help  develop  8(a)  firms  and  better  prepare  them  to  compete 
in  the  commercial  marketplace  after  the  firms  leave  the  8(a) 
program,  the  act  mandated  that  8(a)  program  contracts  must  be 
awarded  competitively  when  the  total  contract  price,  including  the 
estimated  value  of  contract  options,  exceeds  $5  million  for 
manufacturing  contracts  or  $3  million  for  all  other  contracts.   In 
1992,  we  reported  that,  of  the  approximately  8,300  new  8(a) 
contracts  awarded  in  fiscal  years  1990  and  1991,  totaling  $3 
billion,  67  contracts,  totaling  $136  million,  were  awarded 
competitively.   We  also  reported  that  we  could  not  determine  the 
number  of  new  8(a)  contracts  that  should  have  been  awarded 
competitively  because  the  8(a)  program's  management  information 
system  did  not  record  the  total  estimated  values  of  8(a)  contract 
options  that  might  be  exercised  in  the  future. 

The  dollar  value  of  8(a)  contracts  that  were  awarded 
competitively  during  fiscal  year  1992  exceeded  the  combined  dollar 
values  of  8(a)  contracts  that  were  awarded  competitively  during 
fiscal  years  1990  and  1991.   SBA  data  showed  that  of  the  4,693  new 
8(a)  contracts  awarded  in  fiscal  year  1992,  totaling  about  $1.7 
billion,  139  contracts,  totaling  about  $343.4  million,  were  awarded 
competitively.   This  represents  about  3  percent  of  the  new  8(a) 
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contracts  awarded  in  fiscal  year  1992  and  about  2  0  percent  of  the 
new  8(a)  contract  dollars.   We  were  unable  to  determine  how  many  of 
the  new  8(a)  contracts  awarded  in  fiscal  year  1992  should  have  been 
awarded  competitively  because  the  8(a)  program's  management 
information  system  still  does  not  record  the  total  estimated  cost 
of  8(a)  contracts,  including  the  value  of  any  8(a)  contract 
options. 

As  part  of  our  work  involving  the  competitive  award  of  8(a) 
program  contracts,  we  determined  the  extent  to  which  indefinite 
delivery,  indefinite  quantity  (IDIQ)  contracts  in  the  8(a)  program 
were  being  awarded  competitively.   This  type  of  contract  is  used 
when  a  procuring  agency  does  not  know  the  precise  quantity  of 
supplies  or  services  to  be  provided  under  the  contract  and, 
consequently,  is  able  to  estimate  only  the  minimum  value  of  the 
contract.   As  the  agency  identifies  a  specific  need  for  goods  or 
services,  the  IDIQ  contract  is  modified  to  reflect  the  actual  costs 
associated  with  the  goods  or  services.   When  an  agency  classifies 
an  8(a)  contract  as  an  IDIQ  contract,  SBA  regulations  require  that 
the  agency  consider  only  the  guaranteed  minimum  value  of  the 
contract  in  deciding  whether  the  contract  meets  the  8(a)  program's 
competition  thresholds  and  should  be  competitively  awarded.   The 
total  estimated  or  actual  lifetime  value  of  an  IDIQ  contract  is  not 
considered  in  determining  whether  the  contract  is  subject  to 
competition  as  it  is  with  other  contractual  methods. 
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SBA's  8(a)  program  management  information  system  does  not 
identify  which  8(a)  contracts  are  IDIQ  contracts.   However,  using 
data  obtained  from  the  Federal  Procurement  Data  System,'  we 
determined  that  in  fiscal  years  1991  and  1992,  8(a)  IDIQ  contracts 
whose  values  eventually  exceeded  the  competition  thresholds  were 
few  in  number  but  they  accounted  for  one-half  of  the  total  dollar 
amount  of  all  IDIQ  contracts  awarded.   In  these  2  fiscal  years, 
federal  agencies  awarded  2,872  IDIQ  contracts  to  8(a)  firms.   As  of 
May  1993,  these  contracts  had  a  total  value,  including 
modifications,  of  about  $2.8  billion.   Of  these  contracts,  173  with 
a  total  value  of  about  $1.4  billion  ultimately  exceeded  the 
competitive  thresholds.   Although  the  173  contracts  accounted  for 
only  about  6  percent  of  all  IDIQ  contracts,  they  accounted  for  50 
percent  of  the  total  value  of  all  8(a)  IDIQ  contracts  awarded 
during  the  2  fiscal  years.   Of  the  173  contracts,  21,  totaling 
about  $434  million,  were  competitively  awarded  and  152  contracts, 
totaling  about  $966  million,  were  not  competitively  awarded. 

According  to  SBA,  the  IDIQ  minimum-value  provision  in  its  8(a) 
program  regulations  is  intended  to  protect  the  8(a)  contractor  from 
over  committing  financial,  personnel,  and  other  resources  to  meet 
IDIQ  contract  requirements  that  may  never  materialize.   However, 
SBA  officials  conceded  that  a  procuring  agency  could 


'The  Federal  Procurement  Data  System,  operated  by  the  Federal 
Procurement  Data  Center,  collects,  develops,  and  disseminates 
federal  procurement  data  to  the  Congress,  the  executive  branch,  and 
the  private  sector. 
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inappropriately  classify  a  contract  as  an  IDIQ  contract,  with  the 
result  being  that  the  contract  would  not  be  awarded  competitively. 

The  distribution  of  8(a)  contracts  among  a  relatively  few 
firms  is  a  long-standing  condition  that  continued  during  fiscal 
year  1992.   As  early  as  1981,  we  reported  that,  on  average,  50  8(a) 
firms  annually  received  about  31  percent  of  all  8(a)  contract 
awards  over  a  12-year  period.'  In  May  1988,  we  reported  that  50 
firms  received  about  $1.1  billion,  or  about  35  percent  of  the  value 
of  8(a)  contracts  awarded  during  fiscal  year  1987.*  Our  January 
1992  report  noted  that,  of  the  3,645  firms  in  the  8(a)  program  at 
the  end  of  fiscal  year  1990,  50,  or  less  than  2  percent,  received 
about  $1.5  billion,  or  40  percent  of  the  nearly  $4  billion  in  8(a) 
contracts  awarded  during  the  fiscal  year.   SBA  data  showed  that  of 
the  4,291  firms  in  the  8(a)  program  at  the  end  of  fiscal  year  1992, 
50,  or  less  than  2  percent,  received  about  $1.15  billion,  or  about 
31  percent  of  the  $3.67  billion  in  8(a)  contracts  and  8(a)  contract 
modifications  awarded  during  the  fiscal  year. 

Conversely,  many  8(a)  firms  continue  to  receive  no  contracts. 
According  to  SBA,  of  the  3,645  firms  in  the  8(a)  program  at  the  end 
of  fiscal  year  1990,  1,914,  or  about  53  percent,  did  not  receive 
any  8(a)  program  contracts  during  the  fiscal  year.   During  fiscal 


'The  SBA  8  fa)  Procurement  Program — A  Promise  Unfilled  (CED-81-55, 
Apr.  18,  1981). 

'small  Business  Administration:   Status.  Operations,  and  Views  on 
the  8  fa)  Procurement  Program  (GAO/RCED-88-148BR,  May  24,  1988). 
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year  1991,  2,155  firms,  or  55  percent  of  the  3,922  firms  in  the 
8(a)  program  at  the  end  of  the  fiscal  year,  did  not  receive  any 
contracts  through  the  8(a)  program.   SBA  data  showed  that  during 
fiscal  year  1992,  2,327  firms,  or  54  percent  of  the  4,291  firms  in 
the  8(a)  program  at  the  end  of  the  fiscal  year,  did  not  receive  any 
8(a)  contracts. 

IMPROVEMENTS  MADE  IN  TRACKING  AND  ACQUISITION 
OF  MANAGEMENT  AND  TECHNICAL  ASSISTANCE 

The  act  directed  us  to  report  on  the  amount  and  type  of 
management  and  technical  assistance  that  SBA  provided  to  8(a)  firms 
and  SEA'S  criteria  to  measure  the  effectiveness  of  such  assistance. 
While  8(a)  firms,  as  small  businesses,  are  eligible  to  receive 
management  and  technical  assistance  from  various  sources  to  aid 
their  development,  SBA's  primary  source  of  such  assistance  for  8(a) 
firms  is  its  7(j)  program.   Under  the  7(j)  program,  SBA  hires 
contractors  to  conduct  seminars  and  provide  one-on-one  assistance 
to  8(a)  firms  and  other  small  businesses.   In  fiscal  year  1992,  SBA 
provided  about  $7.8  million  in  7(j)  assistance  to  2,754  firms. 

In  1992,  we  reported  that  SBA  did  not  track  the  amount  and 
type  of  assistance  provided  to  8(a)  firms  under  each  of  the  16 
specialized  categories  of  7(j)  assistance.   Consequently,  when  SBA 
contracted  for  7(j)  assistance  to  be  provided  under  each  category 
during  the  next  fiscal  year,  it  had  no  assurance  that  the 
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assistance  being  procured  would  be  in  line  with  or  meet  the  needs 
of  the  8(a)  firms.   We  also  reported  that  SBA  had  not  developed 
objective  criteria  for  measuring  the  effectiveness  of  7(j) 
assistance  but  instead  relied  on  indicators,  such  as  reports  from 
providers  describing  the  nature  of  the  7(j)  assistance  provided,  to 
measure  its  effectiveness. 

SBA  has  taken  several  steps  to  improve  its  tracking  and 
acquisition  of  7(j)  assistance.   During  fiscal  year  1992,  SBA 
requested  that  each  field  office  determine  its  7(j)  management  and 
technical  assistance  requirements  for  fiscal  year  1993  on  the  basis 
of  its  8(a)  firms'  needs.   SBA  used  these  data  to  make  adjustments 
to  its  fiscal  year  1993  7(j)  assistance  request  and  in  its 
subsequent  allotments  to  SBA  field  offices.   In  addition,  in 
September  1992,  SBA  entered  into  a  year-long  contract,  valued  at 
approximately  $100,000,  for  the  development  of  an  automated  system 
to  record,  track,  and  report  on  the  delivery  of  7(j)  assistance  to 
8(a)  and  other  small  firms.   In  November  1992,  SBA  directed  its  10 
regional  offices  to  provide  monthly  information  to  SBA  headquarters 
on  the  amount  of  assistance  provided  under  each  category  of  7(j) 
management  and  technical  assistance.   While  the  automated  system  is 
being  developed,  SBA  is  continuing  to  manually  compile  the  data 
that  the  field  offices  submit  on  7(j)  assistance. 

In  early  July  1993,  SBA  entered  into  a  contract,  valued  at 
$197,000,  for  the  development  of  criteria  and  a  program  for 
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assessing  the  effectiveness  of  7(j)  assistance.   The  contract 
provides  for  the  contractor  to  make  an  initial  presentation  to  SBA 
on  such  criteria  and  program  around  mid-October  1993. 

EXTENT  OF  FINANCIAL  ASSISTANCE 
PROVIDED  TO  8  fa)  FIRMS  NOT  FULLY  KNOWN 

The  act  also  directed  us  to  report  on  the  amount  and  type  of 
financial  assistance  provided  to  8(a)  firms  by  SBA.   SBA's 
principal  forms  of  financial  assistance  for  8(a)  firms  are  7(a) 
guaranteed  general  business  loans,  8(a)  direct  loans,  and  8(a) 
advance  payments,  which  are  cash  advances  from  SBA  to  assist  8(a) 
firms  in  performing  work  on  a  specific  contract.   Firms  in  the  8(a) 
program  can  receive  other  forms  of  financial  assistance,  including 
equity  capital  and  loans  from  SBA-sponsored  investment  companies, 
and  microloans  from  SBA-sponsored  development  companies. 

In  1992,  we  reported  that  we  were  unable  to  determine  the  full 
extent  of  financial  assistance  provided  to  8(a)  firms  because  SBA 
did  not  have  a  system  for  identifying  all  forms  of  financial 
assistance  provided  to  them.   Therefore,  we  recommended  that  SBA 
determine  the  amount  of  loans  and  other  forms  of  financial 
assistance  provided  to  8(a)  firms. 

In  response  to  our  report,  SBA  modified  its  loan-accounting 
system  in  June  1992  to  track  7(a)  guaranteed  general  business  loans 
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made  to  8(a)  firms.   SBA  data  showed  that,  between  June  1992  and 
May  1993,  52  guaranteed  general  business  loans — valued  at  about 
$14.5  million — were  made  to  8(a)  firms. 

In  fiscal  year  1992,  SBA  made  30  8(a)  direct  loans  valued  at 
about  $4.7  million.   As  of  May  1993,  SBA  had  made  19  8(a)  direct 
loans  valued  at  $3.3  million  for  fiscal  year  1993.   Also,  in  fiscal 
year  1992,  SBA  disbursed  $10.1  million  in  advance  payments  to  8(a) 
firms.   According  to  SBA,  it  discontinued  making  advance  payments 
in  fiscal  year  1993  because  of  congressional  concerns  regarding  its 
authority  to  provide  such  assistance. 

Small  Business  Investment  Companies  (SBIC) ,  which  are 
privately  owned  investment  firms  licensed  and  regulated  by  SBA,  use 
their  own  and  borrowed  funds  to  provide  equity  capital,  long-term 
loans,  and  other  assistance  to  qualifying  small  businesses, 
including  8(a)  firms.   Much  like  SBICs,  Specialized  Small  Business 
Investment  Companies  (SSBIC)  invest  in  small  businesses  owned  by 
socially  or  economically  disadvantaged  entrepreneurs.   In  fiscal 
year  1992,  SBICs  invested  about  $1  billion  in  small  businesses, 
while  SSBICs  invested  about  $443  million.   As  of  May  1993,  SBICs 
had  invested  about  $974  million  and  SSBICs  had  invested  about  $456 
million  in  small  businesses  for  fiscal  year  1993.   SBA  does  not 
have  a  mechanism  for  identifying  SBIC  or  SSBIC  assistance  provided 
to  8(a)  firms. 
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SBA's  microloan  program,  authorized  as  a  pilot  project  in 
October  1991,  provides  financial  assistance  to  very  small 
businesses,  especially  those  owned  by  minorities,  women,  and  low- 
income  individuals  who  are  unable  to  get  credit  in  amounts  that 
most  commercial  lenders  consider  too  small — $25,000  or  less.   In 
fiscal  year  1992,  SBA  disbursed  $12.7  million  to  community-based 
nonprofit  organizations  to  make  microloans  to  eligible  small 
businesses.   As  of  May  1993,  SBA  had  disbursed  about  $20.5  million 
to  these  organizations  for  fiscal  year  1993.   However,  SBA  does  not 
have  a  system  for  identifying  the  number  or  dollar  amount  of 
microloans  made  to  8(a)  firms.   Without  information  on  the 
assistance  provided  to  8(a)  firms  through  the  microloan,  SBIC,  and 
SSBIC  programs,  SBA  cannot  provide  the  Congress  or  the  public  with 
information  on  the  full  extent  of  financial  assistance  provided  to 
8(a)  firms. 

CONCLUSIONS  AND  RECOMMENDATIONS 

Mr.  Chairman,  more  than  a  year  has  passed  since  we  testified 
on  the  problems  SBA  had  in  implementing  mandated  changes  to  its 
8(a)  program.   While  SBA  has  made  some  progress,  it  continues  to 
have  difficulty  in  managing  the  8(a)  program  so  that  it  meets  the 
requirements  of  the  1988  act.   The  8(a)  program  still  needs  a 
management  information  system,  developed  in  accordance  with  federal 
regulations  and  guidelines,  that  provides  complete  and  accurate 
information  on  all  aspects  of  the  program.   Without  such  a  system, 
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the  Congress  and  program  managers  cannot  determine  what  assistance 
is  being  provided  to  8(a)  firms,  assess  its  effectiveness,  or  most 
importantly,  assess  the  8(a)  program's  success  in  developing  8(a) 
firms.   Access  to  the  8(a)  program  still  needs  to  be  improved.   SBA 
must  provide  8(a)  program  applicants  with  timely  feedback  on  their 
eligibility  to  participate  in  the  program,  but  it  continues  to  lack 
an  8(a)  program  application-tracking  system  that  can  provide  timely 
information  on  where  and  why  application  processing  problems  are 
occurring.   Finally,  SBA  must  periodically  review  the  business  plan 
of  each  8(a)  firm.   Without  such  a  review,  SBA  is  hampered  in  its 
ability  to  ensure  that  each  plan  is  up-to-date,  that  the  8(a) 
firm's  business  development  goals  are  realistic,  and  most 
importantly,  that  the  firm  is  progressing  toward  achieving  these 
goals. 

In  view  of  SBA's  progress  since  our  January  1992  report,  we 
believe  that  the  recommendations  we  made  in  that  report  that  SBA 
(1)  fully  implement  its  automated  8(a)  program  application-tracking 
system  and  work  to  meet  the  90-day  processing  time  frame  and  (2) 
determine  the  amounts  of  financial  assistance  provided  to  8(a) 
firms  by  all  SBA  programs  continue  to  be  valid  and  should  be 
implemented.   In  addition,  our  latest  report  (GAO/RCED-93-145) 
recommends  that  the  Administrator,  SBA,  direct  the  Associate 
Administrator,  Minority  Small  Business  and  Capital  Ownership 
Deve 1 opment ,  to 
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complete  and  analyze  users'  requirements  for  the  8(a)  program's 
management  information  system,  document  the  system's  design,  and 
complete  the  system's  implementation  plan,  all  in  accordance 
with  federal  regulations  and  guidelines,  and 

direct  SBA  field  offices  to  annually  review  each  approved 
business  plan,  as  required  by  the  act. 


Mr.  Chairman,  this  concludes  my  prepared  statement.   I  would 
be  glad  to  respond  to  any  questions  that  you  or  members  of  the 
Committee  may  have. 
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APPENDIX  I 


APPENDIX  I 


ELAPSED  TIMES  FOR  THE  846  8  f  A^  APPLICATIONS 
PROCESSED  DURING  FISCAL  YEAR  1992 


1 

Number  of  days 

Number  of 
applications 

Percent  of 
applications 

90  days  and  less 

68 

8.0 

91  to  120 

100 

11.8 

121  to  150 

147 

17.4 

151  to  180 

191 

22.6 

181  to  210 

174 

20.6 

More  than  210 

166 

19.6 

Total 

846 

100.0 

(385394) 
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United  States 

General  Accounting  Office 

Washington,  D.C.  20548 


Resources,  Community,  and 
Economic  Development  Division 

B-252837 

September  17,  1993 

The  Honorable  John  J.  LaFalce 
Chairman,  Committee  on  Small  Business 
House  of  Representatives 

Dear  Mr.  Chainnan: 

The  Small  Business  Administration's  (sua)  8(a)  business  development 
program  is  designed  to  assist  small  businesses  owned  and  controlled  by 
socially  and  economically  disadvantaged  individuals  to  develop  into  viable 
competitors  in  the  commercial  marketplace.  Under  the  8(a)  program,  sua, 
acting  as  prime  contractor,  enters  into  contracts  with  other  federal 
agencies  and  subcontracts  work  to  firms  in  the  program.  To  aid  their 
development,  firms  in  the  8(a)  program  are  also  eligible  for  financial, 
technical,  ;uid  management  assistance  from  sisa. 

Our  January  1992  report  and  our  March  1992  testimony  before  your 
Committee  discussed  sha's  difficulty  in  implementing  changes  to  the  8(a) 
program  that  were  mandated  by  the  Business  Opportunity  Development 
Reform  Act  of  1988  and  subsequent  technical  amendments  (act).'  Our 
January  1992  report  also  contained  a  series  of  recommendations  to  sba 
designed  to  ensure  that  the  8(a)  program  achieves  its  objective  of 
developing  small  businesses  and  to  improve  sisa's  administration  of  the 
program.  During  our  testimony,  you  expressed  concern  over  sba's 
continued  inability  to  administer  the  8(a)  program  and  asked  that  we 
continue  to  monitor  and  report  on  sha's  progress  in  implementing  the  act's 
provisions  relating  to  the  (1)  collection  and  management  of  8(a)  program 
data,  (2)  certification  of  8(a)  program  participants,  (3)  development  and 
maintenance  of  8(a)  firms'  business  plans,  and  (4)  competitive  awarding  of 
8(a)  program  contracts.  You  also  asked  us  to  report  on  the  distribution  of 
8(a)  program  contracts  among  8(a)  firms,  sisa's  efforts  to  determine  the 
amoimt  and  type  of  management  and  technical  assistance  provided  to  8(a) 
firms,  the  effectiveness  of  such  assistance,  and  the  amount  and  type  of 
financial  assistance  provided  by  sua  to  8(a)  firms. 

R  1  tc  i  n  RH af  While  siiA  has  made  progress  in  implementing  some  changes  to  the  8(a) 

KeSUllS  in  Jjnei  program,  it  continues  to  have  difficulty  in  implementing  others,  sba  did  not 


'See  Small  Busiiioss:  Problems  in  ResLnirhiring  SBA's  Minority  Business  Development  Program 
(GAO/RCEI>-92-68.  .Ian.  31.  1992);  and  for  a  transcript  of  our  testimony,  see  Small  Btisiness:  fiie  Small 
Business  Admmist ration's  Progress  m  Restructuring  11^  8(a)  Business  Development  Program  (GAG/ 
T-RCED-92-3.''>.  Mar.  4.  lf»2). 
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plan  the  redesign  of  the  8(a)  program's  management  information  system  in 
accordance  with  federal  regulations  and  guidelines;  sba's  latest  estimate 
for  completing  the  redesign  work  is  late  1995,  5  years  later  than  it 
originally  estimated;  and  sba  has  yet  to  develop  an  estimate  of  the  total 
cost  for  the  system's  redesign.  Without  such  a  system,  the  Congress  and 
8(a)  program  managers  cannot  determine  what  assistance  is  being 
provided  to  8(a)  firms,  assess  its  effectiveness,  or  most  importantly  assess 
the  8(a)  program's  overall  effectiveness  in  developing  8(a)  firms.  In 
addition,  sda's  certification  of  8(a)  program  participants  continues  to 
exceed  the  90-day  period  mandated  in  the  act,  averaging  170  days  in  fiscal 
year  1992.  Most  8(a)  firms  have  new  or  revised  business  plans  approved  by 
SBA,  but  SUA  is  not  annually  reviewing  each  approved  business  plan  as 
required  by  the  act.  And  while  the  value  of  8(a)  contracts  awarded 
competitively  during  fiscal  year  1992  exceeded  the  combined  values  of  the 
prior  2  fiscal  years,  the  distribution  of  8(a)  contracts  continues  to  be 
concentrated  in  a  very  small  percentage  of  8(a)  firms. 

In  addition,  while  sda  has  improved  its  tracking  and  acquisition  of 
management  and  technical  assistance  provided  to  8(a)  fimis,  it  still  needs 
to  develop  criteria  for  measuring  the  effectiveness  of  such  assistance. 
Finally,  while  sba  tracks  the  principal  sba  programs  that  provide  financial 
assistance  to  8(a)  finiis,  it  still  does  not  know  the  extent  of  financial 
assistance  provided  to  8(a)  firms  by  all  sba  programs. 


RarkorniinH  "^^^  ^^^^  program  is  the  federal  government's  principal  vehicle  for 

"  developing  small  businesses  that  are  owned  by  minorities  and  other 

socially  and  economically  disadvantaged  individuals.  Since  the  late 
1960s — when  sba  first  used  the  8(a)  program's  authority  to  provide  jobs  in 
distressed  urban  areas — the  8(a)  program  has  evolved  from  one  of 
creating  jobs  to  one  of  developing  finns  owned  by  socially  and 
economically  disadvantaged  individuals  into  viable  businesses.  Toward 
this  end,  the  Congress  has  made  three  m^or  legislative  attempts — in  1978, 
1980,  and  1988 — to  improve  sba's  administration  of  the  8(a)  program  and 
to  emphasize  its  business  development  aspects. 

The  8(a)  program  is  administered  by  sba's  Office  of  Minority  Small 
Business  and  Capital  Ownership  Development  (MSB,!icoD).  As  of  May  1993, 
there  were  4,483  active  8(a)  firms  in  the  program.  In  fiscal  year  1992,  the 
8(a)  program  provided  4,693  new  8(a)  contracts  and  16,578  modifications 
to  new  and  existing  8(a)  contracts,  together  totaling  $3.67  billion,  to  8(a) 
firms. 
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The  Congress  enacted  the  1988  act  and  subsequent  amendments  because 
the  8(a)  program  was  not  developing  firms  owned  by  socially  and 
economically  disadvantaged  individuals  into  viable  businesses.  The 
Congress  noted  that  gaining  access  to  the  8(a)  program  was  a  lengthy  and 
burdensome  process,  the  8(a)  program's  adntinistration  was  inefficient, 
and  few  firms  were  able  to  compete  successfully  in  the  open  market  upon 
leaving  the  8(a)  program.  To  remedy  these  problems,  the  act  made  a 
number  of  changes  to  improve  the  8(a)  program's  organization  and 
participation  standards,  business  development  activities,  and  overall 
management.  These  changes  included  requiring  that  sba 

develop  and  implement  a  process  for  systematically  collecting  8(a) 

program  data; 

annually  report  to  the  Congress  on  the  8(a)  program's  status  and 

accomplishments; 

process  8(a)  program  applications  within  90  days; 

obtain  revised  business  plans  from  8(a)  firms  so  that  sba  can  better 

monitor  their  development; 

annually  review  each  business  plan  and,  with  the  firm, modify  the  plan 

accordingly  to  help  the  fu^m  acliieve  its  business  development  goals;  and 

competitively  award  8(a)  contracts  that  exceed  a  certain  dollar  threshold. 

Over  the  years,  reports  by  us,  sba's  Inspector  General,  and  others  have 
shown  that  sua  has  continually  had  problems  in  administering  the  8(a) 
program.  These  reports  have  made  numerous  recommendations  to 
improve  sba's  administration  of  the  8(a)  program.  However,  most  recently, 
a  report  issued  by  the  U.S.  Commission  on  Minority  Business  Development 
concluded  that  no  more  could  be  done  to  correct  sba's  lax  responsibility 
toward  the  8(a)  program  and  recommended  that  most  of  sba's  8(a) 
program  authorities  be  transferred  to  a  new  agency,  which  would  need  to 
be  created  by  statute,  in  the  Department  of  Commerce.-  The  report  stated 
that  sba's  lack  of  progress  with  regard  to  the  8(a)  program  is  due  more  to 
an  institutional  aversion  to  the  minority  business  programs  than  to  some 
chronic  resource  limitation. 

Appendix  I  summarizes  the  findings  of  selected  reports  issued  on  the  8(a) 
program  since  1975. 


■tJnited  Sutes  Commission  on  Minority  Business  Development — Final  Report  (Washington,  D.C, 
1992). 
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Redesign  of 
Management 
Information  System 
Not  Properly  Planned 


The  act  requires  that  sba  develop  a  systematic  data  collection  process  arid 
report  annually  to  the  Congress  on  the  8(a)  program's  status  and 
accomplishments.  In  1992,  we  reported  that  sha's  management  information 
system  for  the  8(a)  program  did  not  provide  sua  with  the  data  needed  to 
effectively  manage  the  8(a)  program  or  to  meet  the  act's  reporting 
requirements. '  We  also  reported  that  sua  recognized  the  inadequacies  of 
the  system  and  had  begun  a  four-step  approach  to  redesign  the  8(a) 
program's  management  information  system. 


However,  our  followup  work  shows  that  much  of  siia's  initial  efforts  to 
redesign  the  system  were  not  planned  in  accordance  with  federal 
regulations  and  guidelines.  Specifically,  (1)  a  needs  determination 
assessment  that  defines  the  requirements  of  the  system  in  relation  to  the 
agency's  mission  was  not  completed;  (2)  an  analysis  of  the  various 
alternative  designs  for  the  system,  including  the  costs  and  benefits  of  each, 
was  not  performed  according  to  federal  requirements;  and  (3)  sisa's  overall 
plan  for  implementing  the  system  did  not  outline  software,  hardware,  and 
telecommunications  requirements;  describe  how  the  related  systems 
would  be  interfaced  and  integrated;  or  provide  a  schedule  and  cost 
estimate  for  the  redesign  effort.  As  a  result,  sua  does  not  know  how  much 
the  redesign  will  cost  and  has  little  assurance  that  the  alternative  it 
selected  is  the  most  cost-effective. 

In  addition,  the  lack  of  proper  planning  has  helped  to  delay  sba's 
implementation  of  the  8(a)  program's  management  information  system 
and  to  increase  the  system's  costs,  sua  originally  estimated  in  1989  that  the 
redesign  of  the  8(a)  management  information  system  would  be  completed 
in  1990.  In  June  1993,  sua  officials  estimated  that  it  would  take  until  late 
1995  before  the  system's  redesign  is  complete.  Contract  costs  for 
developing  the  second  phase  of  the  system's  redesign  increased  by  more 
than  240  percent— from  about  $120,000  to  over  $418,000— during  fiscal 
year  1992.  The  contractor  responsible  for  developing  this  phase  repeatedly 
cited  sba's  failure  to  define  users'  requirements  for  the  system  as  an 
impediment  to  its  development.  As  of  June  1993,  sua  had  no  estimate  of 
the  total  cost  of  redesigning  this  system. 

The  act  also  requires  sba  to  report  to  the  Congress  by  April  30  of  each  year 
on  the  status  of  8(a)  finns  and  the  8(a)  program's  accomplishments  during 
the  previous  fiscal  year.  The  first  report,  due  in  April  1991  for  fiscal  year 
1990,  was  not  submitted  to  the  Congress  until  October  1991.  sua's  fiscal 


^mall  Business:  Problems  in  Restnjcturing  SUA's  Minority  Dusincss  Development  Program 
(GAO/RCED-92-(i8,  Jan,  31.  10<12). 
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Certification  of  8(a) 
Program  Participants 
Continues  to  Take 
Longer  Tlian  the  Act 
Allows 


Table  1 :  Elapsed  Times  for  8(a) 
Applications  Processed  During  Fiscal 
Year  1992 


year  1991  report  was  not  submitted  until  November  1992.  sua  did  not 
submit  the  report  for  fiscal  year  1992  until  the  end  of  July  1993.  .\ccording 
to  SBA,  the  delays  occurred  because  the  8(a)  management  information 
system  did  not  include  data  needed  to  meet  the  reporting  requirements 
and  SBA  had  to  query  its  field  offices  for  the  data. 

Appendix  II  discusses  the  8(a)  program's  management  information  system 
and  reporting  problems. 


In  an  effort  to  improve  access  to  the  8(a)  program,  the  act  requires  SBA  to 
process  each  application  and  decide  on  an  applicant's  eligibility  for  the 
program  within  90  days  of  receiving  a  completed  application.  In  1992,  we 
reported  that  ( 1 )  only  24  percent  of  the  applications  processed  during  the 
first  1 1  months  of  1990  met  the  mandated  time  frame,  (2)  sua  was 
averaging  1 1 7  days  to  process  an  application,  and  (3)  sba  was  unable  to 
determine  where  delays  were  occurring  because  of  missing  data  in  its 
manual  application-tracking  system. 

SBA  continues  to  have  difficulty  meeting  the  act's  90-day  processing 
requirement.  During  fiscal  year  1992,  sba  completed  the  processing  of  and 
decided  on  846  applications.  Our  analysis  showed  that  sua  took  an  average 
of  170  days  to  decide  whether  to  approve  or  decline  each  of  these 
applications.  Of  the  846  applications,  only  68,  or  about  8  percent,  were 
processed  in  90  days  or  less.  At  the  same  time,  .531  applications,  or  about 
63  percent,  took  at  least  151  days  to  process.  Table  1  shows  the  processing 
times  for  the  846  applications. 


al 

Number  of  days 

Number  of 
applications 

Percent  of 
applications 

90  days  and  less 

68 

80 

91  to  120 

100 

11,8 

121  to  150 

147 

174 

151  to  180 

191 

226 

181  to  210 

174 

20.6 

More  than  210 

166 

19-6 

Total 

846 

100.0 

According  to  sba,  of  the  554  8(a)  program  applications  in  processing  as  of 
late  May  1993,  231,  or  42  percent,  had  already  exceeded  the  90-day 
requirement. 
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In  1992,  we  reported  that  sba  was  developing  an  automated  system  to 
track  8(a)  program  applications.  We  recommended  that  sba  fully 
implement  the  system  and  use  it  to  identify  where  and  why 
application-processing  delays  are  occurring,  and  work  to  meet  the 
mandated  90-day  processing  requirement. 

Although  SBA  stated  in  July  1992  that  the  new  system  could  identify  where 
and  why  processing  delays  were  occurring,  the  system  still  is  not  capable 
of  producing  standard  reports  that  provide  sba  with  such  information. 
Since  January  1992,  sba's  emphasis  has  been  on  entering  application 
information  into  the  system  in  order  to  build  a  data  base,  sba  plans  to 
incorporate  into  the  system  a  reporting  capability  that  will  routinely  track 
and  provide  standard  reports  on  application  processing,  but  because  of 
other  ongoing  system  redesign  work,  sba  estimates  that  work  will  not 
begin  on  this  effort  until  sometime  in  fiscal  year  1994.  Until  sba  builds  such 
a  reporting  capability  into  its  application-tracking  system,  it  will  not  be 
able  to  routinely  identify  and  deal  with  application-processing  delays  on  a 
day-to-day  basis. 

Despite  the  automated  tracking  system's  lack  of  a  reporting  capability,  SBA 
officials  maintain  that  they  are  aware  of  where  the  processing  delays  are 
occurring  and  are  considering  organizational  changes  that  are  designed,  in 
part,  to  decrease  application-processing  times,  sba  has  already 
restructured  the  review  process  in  sba's  central  office  and  reduced  the 
overall  number  of  application  reviews,  sba  is  also  considering  eliminating 
the  field  offices  from  the  application-review  process  and  consolidating  all 
8(a)  program  application-review  functions  at  the  central-office  level. 


Not  All  Business  Plans 
Reviewed  Annually 


The  act  gave  increased  importance  to  the  business  plan  as  a  tool  to  aid  an 
8(a)  firm's  development  by  requiring  that  each  plan,  among  other  things, 
analyze  the  firm's  strengths  and  weaknesses,  set  forth  its  business 
development  goals  and  objectives,  and  estimate  its  future  8(a)  and 
non-8(a)  contract  activity.  The  act  further  directed  that  (1)  for  any  firm 
entering  the  8(a)  program  after  June  1,  1989,  sba  approve  the  firm's 
business  plan  before  the  firm  becomes  eligible  for  contracts  and  (2)  sba 
annually  review  each  business  plan  with  the  firm  and  modify  the  plan,  as 
needed,  to  make  sure  that  the  firm's  business  development  goals  are 
realistic  and  to  help  the  firm  achieve  them. 

The  number  of  firms  in  the  8(a)  program  with  approved  business  plans  has 
increased.  In  1992,  we  reported  that  sba  had  reviewed  and  approved 
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business  plans  for  2,250  firms,  or  57  percent,  of  the  3,922  firms  in  the  8(a) 
program  as  of  October  1 ,  199 1 .  The  latest  data  available  from  sba  showed 
that,  as  of  November  30,  1992,  3,564  firms,  or  about  88  percent,  of  the  4,071 
firms  in  the  8(a)  program  at  that  time  had  new  or  revised  business  plans 
approved  by  sba.  According  to  sba  officials,  the  remaining  12  percent  were 
either  relatively  new  to  the  8(a)  program,  not  receiving  8(a)  contracts,  or 
in  the  process  of  being  terminated  from  the  8(a)  program. 

Our  review  of  files  for  71  randomly  selected  8(a)  firms  under  four  district 
offices  in  sba's  Regions  III  and  VI  found  that  66  of  the  firms  had  new  or 
revised  business  plans  approved  by  sba.  Specifically,  all  26  8(a)  firms 
under  the  New  Orleans  and  San  Antonio  District  Offices,  27  of  the  30  8(a) 
firms  under  the  Washington,  D.C.,  District  Office,  and  13  of  the  15  8(a) 
firms  under  the  Philadelphia  District  Office  had  approved  business  plans. 
None  of  the  five  firms  without  approved  business  plans  had  received  8(a) 
contracts  during  fiscal  years  1991  and  1992.  The  files  also  showed  that  sba 
had  informed  fimxs  that  remedial  measures  would  be  taken  if  the  firms  did 
not  submit  business  plans.  For  example,  the  Philadelphia  District  Office 
threatened  to  terminate  two  of  the  firms  in  our  sample  from  the  8(a) 
program  for  not  submitting  business  plans.  During  our  review,  one  of  the 
8(a)  firms  submitted  its  plan  and  sba  approved  it,  but  the  other  had  not 
submitted  a  plan. 

However,  our  file  review  also  showed  that  sba  is  not  annually  reviewing 
approved  business  plans,  as  required  by  the  act.  In  addition,  the  emphasis 
given  to  the  annual  reviews  varied  between  sba  offices,  sba  had  not 
conducted  annual  reviews  of  the  business  plans  for  8  of  the  15  8(a)  firms 
under  the  Philadelphia  District  Office  and  10  of  the  30  8(a)  firms  under  the 
Washington,  D.C.,  District  Office,  sba  officials  in  these  offices  stated  that 
staff  had  placed  a  low  priority  on  such  reviews.  Conversely,  sba  had 
conducted  annual  business  plan  reviews  for  1 1  of  the  13  8(a)  firms  whose 
files  we  reviewed  in  the  San  Antonio  District  Office  and  all  13  of  the  8(a) 
firms  whose  files  we  reviewed  in  the  New  Orleans  District  Office.  Unless  it 
annually  reviews  the  business  plan  of  each  8(a)  firm,  sba  has  little  or  no 
assurance  that  the  business  development  goals  outlined  in  the  plan  remain 
realistic. 
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More  8(a)  Contracts 
Awarded 

Competitively,  but 
8(a)  Contracts  Still 
Concentrated  in  Small 
Percentage  of  Firms 


To  help  develop  8(a)  firms  and  better  prepare  them  to  compete  in  the 
commercial  marketplace  after  the  firms  leave  the  8(a)  program,  the  act 
mandated  that  8(a)  program  contracts  must  be  awarded  competitively 
when  the  total  contract  price,  including  the  estimated  value  of  contract 
options,  exceeds  $5  million  for  manufacturing  contracts  and  $3  million  for 
all  other  contracts.  In  1992,  we  reported  that,  of  the  approximately  8,300 
new  8(a)  contracts  awarded  in  fiscal  years  1990  and  1991,  totaling 
$3  billion,  67  contracts,  totalling  $136  million,  were  awarded  competitively. 
We  also  reported  that  we  could  not  determine  the  number  of  new  8(a) 
contracts  that  should  have  been  awarded  competitively  because  the  8(a) 
program's  management  information  system  did  not  record  the  total 
estimated  values  of  8(a)  contract  options  that  might  be  exercised  in  the 
future. 


The  dollar  values  of  8(a)  contracts  that  were  awarded  competitively 
during  fiscal  year  1992  exceeded  the  combined  dollar  values  of  8(a) 
contracts  that  were  awarded  competitively  during  fiscal  years  1990  and 
1991.  SBA  data  showed  that,  of  the  4,693  new  8(a)  contracts  awarded  in 
fiscal  year  1992,  totaling  about  $1.7  billion,  139  8(a)  contracts,  totaling 
about  $343.4  million,  were  awarded  competitively.  This  represents  about 
3  percent  of  the  new  8(a)  contracts  awarded  in  fiscal  year  1992  and  about 
20  percent  of  the  new  8(a)  contract  dollars.  We  were  unable  to  determine 
how  many  of  the  new  8(a)  contracts  awarded  in  fiscal  year  1992  should 
have  been  awarded  competitively  because  the  8(a)  program's  management 
information  system  still  does  not  record  the  total  estimated  cost  of  8(a) 
contracts,  including  the  value  of  any  8(a)  contract  options. 

As  part  of  our  work  involving  the  competitive  award  of  8(a)  program 
contracts,  we  determined  the  extent  to  which  indefinite  delivery,  indefinite 
quantity  (IDIQ)  contracts  under  the  8(a)  program  were  being  awarded 
competitively.  This  type  of  contract  is  used  when  a  procuring  agency  does 
not  know  the  precise  quantity  of  supplies  or  services  to  be  provided  under 
the  contract  and,  consequently,  is  able  to  estimate  only  the  minimum  value 
of  the  contract.  As  the  agency  identifies  a  specific  need  for  goods  or 
services,  the  luiQ  contract  is  modified  to  reflect  the  actual  costs  associated 
with  the  goods  or  services.  When  an  agency  classifies  an  8(a)  contract  as 
an  IDIQ  contract,  sba  regulations  require  that  the  agency  consider  only  the 
guaranteed  minimum  value  of  the  contract  in  deciding  whether  the 
contract  meets  the  8(a)  program's  competition  thresholds  and  should  be 
competitively  awarded.  The  total  estimated  or  actual  lifetime  value  of  an 
IDIQ  contract  is  not  considered  in  determining  whether  the  contract  is 
subject  to  competition  as  with  other  contractual  methods. 
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sba's  8(a)  program  management  information  system  does  not  identify 
whiich  8(a)  contracts  are  idiq  contracts.  However,  using  data  obtained 
from  the  Federal  Procurement  Data  System,^  we  determined  that,  in  fiscal 
years  1991  and  1992,  8(a)  idiq  contracts  whose  values  eventually  exceeded 
the  competition  thresholds  were  few  in  number,  but  they  accounted  for 
one-half  of  the  total  dollar  amount  of  all  idiq  contracts  awarded.  In  these  2 
fiscal  years,  federal  agencies  awarded  2,872  idiq  contracts  to  8(a)  firms.  As 
of  May  1993,  these  contracts  had  a  total  value,  including  modifications,  of 
about  $2.8  billion.  Of  these  contracts,  173,  totaling  about  $1.4  billion, 
ultimately  exceeded  the  competitive  thresholds.  The  173  contracts 
accounted  for  only  about  6  percent  of  all  idiq  contracts,  but  they 
accounted  for  50  percent  of  the  total  value  of  all  8(a)  idiq  contracts 
awarded  during  the  2  fiscal  years.  Of  the  173  contracts,  21,  totaling  about 
$434  million,  were  competitively  awarded  and  152  contracts,  totaling 
about  $966  million,  were  not  competitively  awarded. 

According  to  sua,  the  idiq  provision  in  its  8(a)  program  regulations — that 
only  the  guaranteed  minimum  value  of  an  idiq  contract  be  considered 
when  determining  whether  the  contract  should  be  competitively 
awarded — is  intended  to  protect  the  8(a)  contractor  from  overconimitting 
financial,  personnel,  and  other  resources  to  meet  IDIQ  contract 
requirements  that  may  never  materialize.  However,  sba  officials  conceded 
that  a  procuring  agency  could  inappropriately  classify  a  contract  as  an  idiq 
contract — the  result  being  that  the  contract  would  not  be  awarded 
competitively. 

The  distribution  of  8(a)  contracts  among  a  relatively  few  firms  is  a 
long-standing  condition  that  continued  during  fiscal  year  1992.  As  early  as 
1981,  we  reported  that,  on  average,  50  8(a)  firms  annually  received  about 
31  percent  of  all  8(a)  contract  awards  over  a  12-year  period.-'  In  May  1988, 
we  reported  that  50  firms  received  about  $1.1  billion,  or  about  35  percent 
of  the  value  of  the  8(a)  contracts  awarded  during  fiscal  year  1987.'  Our 
January  1992  report  noted  that,  of  the  3,645  firms  in  the  8(a)  program  at 
the  end  of  fiscal  year  1990,  50,  or  fewer  than  2  percent,  received  about 
$1.5  billion,  or  40  percent  of  the  nearly  $4  billion  in  8(a)  contracts  awarded 
during  the  fiscal  year,  sba  data  showed  that  of  the  4,291  firms  in  the  8(a) 


*rhe  Federal  Procurement  Data  System,  operated  by  the  Federal  Procurement  Data  Center,  collects, 
develops,  and  disseminates  federal  prtK-urement  data  to  the  Congress,  the  executive  branch,  and  the 
private  sector. 

■The  SBA  8(3)  Procurement  Program— A  Promise  Unfilled  (CED-81-55,  Apr  18.  1981) 

'Small  Business  Administration:  Status,  Operations,  and  Views  on  the  8(a)  Procurement  Program 
(GAO/RCED-88-I4SBR,  May  24,  1088). 
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program  at  the  end  of  fiscal  year  1992,  50,  or  fewer  thjin  2  percent, 
received  about  $1.15  billion,  or  about  31  percent  of  the  $3.67  billion  in  8(a) 
contracts  and  8(a)  contract  modifications  awarded  during  the  fiscal  year. 

Conversely,  many  8(a)  firms  continue  to  receive  no  contracts.  According 
to  SBA,  of  the  3,645  firms  in  the  8(a)  program  at  the  end  of  fiscal  year  1990, 
1,914,  or  about  53  percent,  did  not  receive  any  8(a)  program  contracts 
during  the  fiscal  year.  In  fiscal  year  1991,  2,155  firms,  or  55  percent  of  the 
3,922  firms  in  the  8(a)  program  at  the  end  of  fiscal  year  1991,  did  not 
receive  any  contracts  through  the  8(a)  program  during  the  fiscal  year,  sba 
data  showed  that,  during  fiscal  year  1992,  2,327  firms,  or  54  percent  of  the 
4,291  firms  in  the  8(a)  program  at  the  end  of  the  fiscal  year,  did  not  receive 
any  8(a)  contracts. 


Improvements  Made 
in  Tracking  and 
Acquisition  of 
Management  and 
Technical  Assistance 


The  act  directed  us  to  report  on  the  amount  and  type  of  management  and 
technical  assistance  that  sba  provided  to  8(a)  firms  and  sba's  criteria  to 
measure  the  effectiveness  of  such  assistance.  While  8(a)  firms,  as  small 
businesses,  are  eligible  to  receive  management  and  technical  assistance 
from  various  sources  to  aid  their  development,  sba's  primary  source  of 
such  assistance  for  8(a)  firms  is  its  7(j)  program.  Under  the  7(j)  program, 
SBA  hires  contractors  to  conduct  seminars  and  provide  one-on-one 
assistance  to  8(a)  firms  and  other  small  businesses.  In  fiscal  year  1992,  SBA 
provided  about  $7.8  million  in  7(j)  assistance  to  2,754  firms. 


In  1992,  we  reported  that  sba  did  not  track  the  amount  and  type  of 
assistance  pro\ided  to  8(a)  firms  under  each  of  the  16  specialized 
categories  of  7(j)  assistance.  Consequently,  when  sba  contracted  for  7(j) 
assistance  to  be  provided  under  each  category  during  the  next  fiscal  year, 
it  had  no  assurance  that  the  assistance  being  procured  would  be  in  line 
with  or  meet  the  needs  of  the  8(a)  firms.  We  also  reported  that  sba  had  not 
developed  objective  criteria  for  measuring  the  effectiveness  of  7(j) 
assistance  but  instead  relied  on  indicators,  such  as  reports  from  providers 
describing  the  nature  of  the  7(j)  assistance  provided,  to  measure  its 
effectiveness. 

sba  has  taken  several  steps  to  improve  its  tracking  and  acquisition  of  7(j) 
assistance.  During  fiscal  year  1992,  sba  requested  that  each  field  office 
determine  7(j)  management  and  technical  assistance  requirements  for 
fiscal  year  1993  on  the  basis  of  its  8(a)  firms'  needs,  sba  used  these  data  to 
make  adjustments  to  its  fiscal  year  1993  7(j)  assistance  request  and  in  its 
subsequent  allotments  to  sha  field  offices.  In  addition,  in  September  1992, 
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SBA  entered  into  a  year-long  contract,  valued  at  approximately  $100,000, 
for  the  development  of  an  automated  system  to  record,  track,  and  report 
on  the  delivery  of  7(j)  assistance  to  8(a)  and  other  small  firms.  In 
November  1992,  sba  directed  its  10  regional  offices  to  provide  monthly 
information  to  sba  headquarters  on  the  amount  of  assistance  provided 
under  each  category  of  management  and  technical  assistance.  While  the 
automated  system  is  being  developed,  sba  is  continuing  to  manually 
compile  the  data  that  the  field  offices  submit  on  7(j)  assistance. 

In  early  July  1993,  sba  entered  into  a  contract,  valued  at  $197,000,  for  the 
development  of  criteria  and  a  program  for  assessing  the  effectiveness  of 
7(j)  assistance.  The  contract  provides  for  the  contractor  to  make  its  initial 
presentation  of  the  criteria  and  program  to  sba  aroimd  mid-October  1993. 


Extent  of  Financial 
Assistance  Provided 
to  8(a)  Firms  Not 
Fully  Known 


The  act  also  directed  us  to  report  on  the  amount  and  type  of  financial 
assistance  provided  to  8(a)  firms  by  sba.  sba's  principal  forms  of  financial 
assistance  for  8(a)  firms  are  7(a)  program  guaranteed  general  business 
loar\s,  8(a)  direct  loans,  and  8(a)  advance  payments  or  cash  advances  from 
sba  to  assist  8(a)  firms  in  performing  work  on  a  specific  contract.  Firms  in 
the  8(a)  program  can  receive  other  forms  of  financial  assistance,  including 
equity  capital  and  loans  from  SBA-sponsored  investment  companies  and 
microloans  from  SBA-sponsored  development  companies. 

In  1992,  we  reported  that  we  were  unable  to  determine  the  full  extent  of 
fmancial  assistance  provided  to  8(a)  firms  because  sba  did  not  have  a 
system  for  identifying  all  forms  of  financial  assistance  provided  to  them. 
Therefore,  we  recommended  that  sba  determine  the  amount  of  loans  and 
other  fornxs  of  financial  assistance  provided  to  8(a)  firms. 

In  response  to  our  report,  sba  modified  its  loan-accounting  system  in 
June  1992  to  track  7(a)  guaranteed  general  business  loans  made  to  8(a) 
firms,  sba  data  showed  that  between  June  1992  and  May  1993,  52 
guaranteed  general  business  loans — valued  at  about  $14.5  million — were 
made  to  8(a)  firms. 

In  fiscal  year  1992,  sba  made  30  8(a)  direct  loans  valued  at  about 
$4.7  million.  As  of  May  1993,  sba  had  made  19  8(a)  direct  loans  valued  at 
$3.3  million  for  fiscal  year  1993.  Also,  in  fiscal  year  1992,  sba  disbursed 
$10.1  million  in  advance  payments  to  8(a)  firms.  According  to  sba,  it 
discontinued  making  advance  payments  in  fiscal  year  1993  because  of 
congressional  concerns  regarding  its  authority  to  provide  such  assistance. 
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Small  Business  Investment  Companies  (sbic),  which  are  privately  owned 
investment  firms  licensed  and  regulated  by  sba,  use  their  own  and 
borrowed  funds  to  provide  equity  capital,  long-term  loans,  and  other 
assistance  to  qualifying  small  businesses,  including  8(a)  firms.  Much  like 
SBlcs,  Specialized  Small  Business  Investment  Companies  (ssbic)  invest  in 
small  businesses  owned  by  socially  or  economically  disadvantaged 
entrepreneurs.  In  fiscal  year  1992,  sbics  invested  about  $1  bilUon  in  small 
businesses,  while  ssBics  invested  about  $443  million.  As  of  May  1993,  sbics 
had  invested  about  $974  million  and  ssbics  had  invested  about  $456  million 
in  small  businesses  for  fiscal  year  1993.  sba  does  not  have  a  mechanism  for 
identifying  sbic  or  ssbic  assistance  provided  to  8(a)  firms. 

sea's  microloan  program,  authorized  as  a  pilot  project  in  October  1991, 
provides  financial  assistance  to  very  small  businesses,  especially  those 
ovmed  by  minorities,  women,  and  low-income  individuals  who  are  unable 
to  get  credit  in  amounts  that  most  commercial  lenders  consider  too 
small— $25,000  or  less.  In  fiscal  year  1992,  sba  disbursed  $12.7  million  to 
community-based  nonprofit  organizations  to  make  microloans  to  eUgible 
small  businesses.  As  of  May  1993,  sba  had  disbursed  about  $20.5  million  to 
these  organizations  for  fiscal  year  1993.  However,  sba  does  not  have  a 
system  for  identifying  the  number  or  dollar  amount  of  microloans  made  to 
8(a)  firms.  Without  information  on  the  assistance  provided  to  8(a)  firms 
through  the  microloan,  sbic,  and  ssbic  programs,  sba  cannot  provide  the 
Congress  or  the  public  with  information  on  the  full  extent  of  financial 
assistance  provided  to  8(a)  firms. 


Conclusions  Although  SBA  has  made  some  progress,  it  continues  to  have  difficulty  in 

managing  the  8(a)  program  so  that  the  program  meets  tlie  requirements  of 
the  1988  act.  The  8(a)  program  still  needs  a  management  information 
system,  developed  in  accordance  with  federal  regulations  and  guideUnes, 
that  provides  complete  and  accurate  information  on  all  of  the  8(a) 
program's  aspects,  including  data  on  the  type  and  amount  of  fmancial, 
management,  and  technical  assistance  provided  to  8(a)  firms.  Without 
such  a  system,  the  Congress  and  8(a)  program  managers  cannot  determine 
the  assistance  being  provided  to  8(a)  firms,  assess  the  effectiveness  of 
such  assistance,  or,  most  importantly,  assess  the  program's  overall 
effectiveness  in  developing  8(a)  firms. 


Access  to  the  8(a)  program  stUl  needs  to  be  improved.  Firms  applying  to 
the  8(a)  program  must  receive  timely  feedback  on  their  eligibility  to 
participate.  However,  sba  still  needs  an  application-tracking  system  that 
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can  provide  it  with  timely  information  on  where  and  why  processing 
problems  are  occurring.  Finally,  sba  must  periodically  review  the  business 
plan  of  each  8(a)  firm.  Without  such  reviews,  sba's  ability  to  ensure  that 
each  plan  is  up-to-date,  that  the  firm's  business  development  goals  are 
realistic,  and  most  importantly  that  the  fum  is  progressing  toward 
achieving  these  goals  is  hampered. 

In  view  of  sba's  progress  since  our  January  1992  report,  we  believe  that  the 
recommendations  we  made  in  our  report — that  sba  (1)  fully  implement  its 
automated  8(a)  application-tracking  system  and  work  to  meet  the  90-day 
processing  time  frame  and  (2)  determine  the  amounts  of  financial 
assistance  provided  to  8(a)  firms  by  all  sba  programs — continue  to  be  valid 
and  should  be  implemented  by  sba. 


Recommendations 


To  improve  the  8(a)  program's  administration  and  to  achieve  its  objective 
of  developing  small  businesses  owned  by  socially  and  economically 
disadvantaged  individuals,  the  Administrator,  sba,  should  direct  that  the 
Associate  Administrator,  msb&cod,  in  addition  to  implementing  the 
recommendations  in  our  January  1992  report  relating  to  implementing  the 
8(a)  application-tracking  system  and  determining  the  full  extent  of 
financial  assistance  provided  to  8(a)  firms. 


complete  and  analyze  users'  requirements  for  the  8(a)  program's 
management  information  system,  document  the  system's  design,  and 
complete  the  system's  implementation  plan,  all  in  accordance  with  federal 
regulations  and  guidelines,  and 

direct  sba  field  offices  to  annually  review  each  approved  business  plan,  as 
required  by  the  act. 


Agency  Comments 


sba's  Associate  Administrator  for  msb&cod  and  the  Deputy  Associate 
Administrator  for  Programs,  msb&cod,  agreed  that,  in  the  past,  the  8(a) 
program  may  not  have  received  the  sba  priority  and  staffing  accorded 
other  agency  programs  and  activities.  However,  they  believe  that,  over  the 
last  several  years,  despite  declining  resources,  the  msb&cod  staff  has  made 
sustained  progress  in  implementing  the  legislative  changes  to  the  8(a) 
program  and  in  alleviating  the  8(a)  program's  past  problems  while,  at  the 
same  time,  carrying  out  the  day-to-day  administration  of  the  8(a)  program. 
These  officials  also  provided  updated  information  on  msb&cod's  activities 
relating  to  the  8(a)  program's  management  information  system,  8(a) 
program's  automated  application-tracking  system,  and  the  7Q) 
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management  and  technical  assistance  program,  which  we  incorporated 
into  this  report. 


We  conducted  our  review  from  April  1992  to  May  1993  in  accordance  with 
generally  accepted  government  auditing  standards.  We  obtained 
irrformation  presented  in  this  report  from  (1)  interviews  with  sba  and  other 
federal  agency  officials;  (2)  analysis  of  data  from  sba's  Financial 
Information  System,  other  agency  records  and  reports,  and  the  Federal 
Procurement  Data  Center;  (3)  a  review  of  a  sample  of  8(a)  firms'  files  in 
four  SBA  district  offices;  and  (4)  a  review  of  legislation,  regulations,  and 
procedures  pertaining  to  the  8(a)  program.  As  requested,  we  did  not  obtain 
written  agency  comments  on  a  draft  of  this  report.  (For  a  detailed 
discussion  of  our  scope  and  methodology,  see  app.  III.  A  discussion  of  our 
sampling  methodology  appears  in  app.  IV.) 

As  agreed  with  your  office,  unless  you  publicly  announce  its  contents 
earlier,  we  plan  no  further  distribution  of  this  report  until  30  days  after  the 
date  of  this  letter.  At  that  time,  we  will  provide  copies  of  the  report  to  the 
Administrator,  sba;  the  Associate  Administrator,  msb&cod;  and  the 
Director,  Office  of  Management  and  Budget.  We  will  also  make  copies 
available  to  others  upon  request. 

This  report  was  prepared  under  the  direction  of  Judy  A.  England-Joseph, 
Director,  Housing  and  Community  Development  Issues,  who  can  be 
reached  on  (202)  512-7631  if  you  or  your  staff  have  any  questions.  M^or 
contributors  to  this  report  are  listed  in  appendix  V. 

Sincerely  yours. 


J.  Dexter  Peach 

Assistant  Comptroller  General 
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Appendix  I 

Prior  Reports  on  Ineffectiveness  of  SBA's 
Management  of  the  8(a)  Program 


This  appendix  provides  a  synopsis  of  selected  reports  issued  by  us  and 
other  organizations  on  problems  associated  with  the  Small  Business 
Administration's  (sba)  administration  and  management  of  the  8(a) 
business  development  program,  and/or  the  8(a)  program's  effectiveness  in 
developing  firms  into  viable  businesses. 

1.  United  States  Conunission  on  Minority  Business  Development — Final 
Report  (Washington,  DC,  1992). 

This  report,  required  by  the  Business  Opportunity  Development  Reform 
Act  of  1988,  assessed  whether  federal  programs  that  are  intended  to 
promote  the  development  of  minority  businesses,  such  as  the  8(a) 
program,  are  achieving  their  purposes  and  objectives.  With  regard  to  the 
8(a)  program,  the  Commission  reported  that  congressional  efforts  have 
continued  to  focus  on  (1)  directing  the  8(a)  program's  purpose  toward 
legitimate  policy  goals,  (2)  improving  the  8(a)  program's  administration, 
and  (3)  better  serving  the  8(a)  program's  constituency.  At  the  same  time, 
the  Comntission  noted  that  numerous  reports  by  the  House  and  Senate 
Small  Business  Committees  and  us,  and  the  Commission's  Interim  Report 
have  all  identified  problem  areas  in  the  8(a)  program  and  have  called  for 
specific  remedial  actions.  In  light  of  this,  the  Conunission  concluded  that 
no  more  can  be  done  to  correct  sba's  lax  responsibility  for  the  8(a) 
program.  The  report  stated  that  it  is  clear  to  the  Commission,  and  the 
m^ority  of  the  business  population  to  which  the  Conunission  had  spoken, 
that  sba's  lack  of  progress  with  regard  to  the  8(a)  program  is  due  more  to 
an  institutional  aversion  to  the  minority  business  programs  than  to  some 
chronic  resource  limitation.  As  a  result,  the  Commission  recommended 
that  most  authorities  vested  in  sba  for  the  8(a)  program,  management  and 
technical  assistance  activities  provided  under  section  7Q)  of  the  Small 
Business  Act,  and  direct  loan  assistance  to  8(a)  firms  under  section 
7(a)(20)  of  the  Small  Business  Act  be  taken  away  from  sba  and  vested  in  a 
new  agency,  created  by  statute,  in  the  Department  of  Commerce. 

2.  Small  Business:  Problems  in  Restructuring  sba's  Minority  Business 
Development  Program  (gao/rced-92*8,  Jan.  31,  1992). 

This  report,  required  by  the  1988  act,  assessed  sba's  implementation  of 
changes  to  the  8(a)  program  mandated  by  the  act.  We  concluded  that  sba 
had  difficulty  in  implementing  many  of  the  changes  mandated  by  the  act 
£ind  lacked  valid  data  on  many  activities  needed  to  effectively  manage  the 
8(a)  program.  Specifically,  we  found  that:  certification  of  the  8(a)  program 
participants  was  taking  longer  than  the  90  days  allowed  by  the  act  and 
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sba's  manual  application-tracking  system  could  not  pinpoint  where  and 
why  processing  delays  were  occurring;  many  8(a)  firms  did  not  have  new 
or  revised  business  plans  approved  by  sba;  difficulties  existed  in  equitably 
distributing  noncompetitive  8(a)  program  contracts  among  8(a)  firms;  few 
8(a)  contracts  were  awarded  competitively;  missing  and  inaccurate  data 
rendered  sba's  Financial  Information  System  inadequate  for  managing  the 
8(a)  program;  sba  did  not  know  the  nature  and  amount  of  management 
and  technical  assistance  provided  to  8(a)  firms  and  lacked  objectives  for 
assessing  the  effectiveness  of  such  assistance;  and  sba  did  not  know  the 
extent  of  financial  assistance  provided  to  8(a)  firms. 

3.  National  Academy  of  Public  Admirustration:  Organization  and  Operation 
of  the  Minority  Small  Business  and  Capital  Ownership  Development 
Program — An  Assessment  of  Progress  Under  Revised  Statutes  P.L.  100-656 
and  P.L.  101-574  (Washington,  D.C.:  napa,  Mar.  1991). 

In  September  1990,  sba  contracted  with  the  National  Academy  of  Public 
Administration  (napa)  to  independently  assess  the  management  and 
operation  of  the  Minority  Small  Business  and  Capital  Ownership 
Development  (msb&cod)  program  since  the  enactment  of  the  Business 
Opportunity  Development  Reform  Act  of  1988.  To  this  end,  napa  officials 
interviewed  more  than  200  sba  officials  in  sba's  central  office  and  m^or 
field  offices.  They  also  interviewed  federal  procurement  officials  at  several 
federal  agencies  and  surveyed  participating  8(a)  firms,  including  firms  that 
had  graduated  from  the  8(a)  program  in  the  last  3  years.  While  much  of  the 
report  presents  the  views  and  perceptions  of  those  interviewed,  the  napa 
also  reported  that  (1)  sba  was  averaging  140  to  150  days  to  process  an 
application  for  entry  into  the  program  and  (2)  the  delinquency  rate  of  new 
advance  payment  accounts  of  8(a)  firms  was  unacceptably  high. 

4.  Small  Business  Administration:  Status,  Operations,  and  Views  on  the 
8(a)  Procurement  Program  (gao/rced-88-i48BR,  May  24,  1988). 

This  report  was  prepared  in  response  to  a  request  by  the  Chairman,  House 
Committee  on  Government  Operations,  to  perform  a  follow-on  review  of 
several  aspects  of  the  8(a)  program  that  were  addressed  in  our  1981 
report.  The  sba  8(a)  Procurement  Progrcmi — A  Promise  Unfulfilled 
(CED-81-55,  Apr.  8,  1981).  Using  data  collected  in  reviews  of  files  for  142 
8(a)  firms,  interviews  with  sba  and  various  federal  procurement  policy 
officials,  and  computerized  8(a)  program  files,  we  concluded  that  the  8(a) 
program  continued  to  experience  many  of  the  problems  that  were 
identified  in  our  1981  report.  In  summary,  we  found  tliat  (1)  a  large 
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percentage  of  the  8(a)  contracts  continued  to  be  awarded  to  a  very  few 
firms,  (2)  firms  may  not  be  prepared  for  the  competitive  market  at  or  near 
graduation,  and  (3)  sba's  management  efforts  fell  short  of  requirements. 


5.  National  Academy  of  F^iblic  Administration:  Management  Review 

— Organization  and  Operation  of  the  Minority  Small  Business  and  Capital 
Ownership  Development  Program — A  Report  for  the  Small  Business 
Adnunistration  (Washington,  D.C.:  napa,  Nov.  1987). 

In  July  1987,  sba  contracted  with  napa  to  assess  the  internal  management 
and  operation  of  the  msb&cod  program.  To  accomplish  this,  napa  officials 
interviewed  over  100  officials  in  sba's  central  office  and  major  field  offices, 
agency  procurement  specialists  in  the  8(a)  program,  and  officials  of 
selected  associations  whose  members  either  utilized  8(a)  firms  or 
participated  in  the  8(a)  program.  Although  much  of  the  report  presents  the 
views  of  those  interviewed,  napa  also  reported  that  (1)  the  8(a)  program's 
existing  data  base  was  not  sufficiently  current  and  complete  for  field  use; 
(2)  SBA  personnel  neglected  to  collect  delinquent  advance  payments,  and 
thus,  advance  payments  became  interest-free  loans;  (3)  business 
development  expenses  for  specific  contracts  became  grants,  since  no 
repayment  was  required  if  the  contract  was  completed;  and  (4)  some 
Business  Opportunity  Specialists  did  not  have  the  college  training  or  direct 
experience  in  the  business  community  needed  to  counsel  8(a)  firms. 

6.  The  Congress,  Senate  Committee  on  Small  Business:  Survey  of  the 
Graduates  of  the  Small  Business  Administration  Section  8(a)  Minority 
Business  Development  Program  (May  12,  1987). 

In  1986,  the  Senate  Conunittee  on  Small  Business  conducted  a  national 
survey  to  determine  the  status  of  8(a)  firms  that  had  graduated  since  the 
enactment  of  Public  Law  96-481.  In  addition,  the  survey  was  to  assess  the 
effectiveness  of  the  business  development  aspects  of  the  8(a)  program  in 
preparing  firms  for  the  competitive  marketplace.  The  survey  was  mailed  to 
461  firms  that  had  graduated  from  the  8(a)  program  between  October  1982 
and  February  1986.  The  survey  solicited  profile  information,  such  as  the 
percentage  of  minority  ownership  and  the  primary  line  of  business,  and 
the  participants'  views  on  the  strengths  and  weaknesses  of  the  8(a) 
program  as  a  comprehensive  business  development  program.  Of  the  461 
firms  surveyed,  only  177  responded,  for  a  response  rate  of  38  percent. 
Using  these  responses,  the  Committee  concluded  that  the  8(a)  program  is 
an  important  vehicle  for  ensuring  the  inclusion  of  minority  firms  in  our 
nation's  federal  procurement  system.  However,  the  Coimnittee  was 
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"gravely"  concerned  that  the  lack  of  progress  in  making  the  8(a)  program  a 
true  business  development  experience  for  participants,  as  intended  by  law, 
as  well  as  other  ni^or  deficiencies  in  the  overall  operation  of  the  8(a) 
program,  seemed  to  overshadow  its  basic  intent  and  effectiveness. 

7.  Data  Processing:  sba  Needs  to  Strengthen  Management  of  Its  Computer 
Systems  (GAO/iMTEC-86-:is,  Aug.  29,  1986). 

This  report  was  prepared  at  the  request  of  the  Chairman,  Subcommittee  on 
General  Oversight  and  the  Economy,  House  Comniittee  on  Small  Business. 
We  reviewed  whether  (1)  sha's  automated  systems,  including  the  8(a) 
program's  system,  assisted  regional  and  district  offices  in  carrying  out  the 
agency's  mission  aiid  (2)  information  resource  management  activities  were 
adequate,  appropriate,  and  effective.  In  sunuiiary,  we  concluded  that 
(1)  snA  did  not  systematically  involve  field  offices  in  the  design  and 
development  of  six  systems  supporting  m^or  programs,  (2)  sba  did  not 
have  an  ongoing  review  process  for  field  users  to  identify  and  report 
problems  with  the  systems  after  they  became  operational,  (3)  certain 
systems  produced  inaccurate  and  untimely  reports  aiid  lacked  information 
that  the  field  offices  required  to  better  manage  sua  programs,  and  (4)  sba 
did  not  formalize  its  data-processing  planning  or  adequately  include  field 
office  users  and  top  management  in  the  process. 

8.  The  SBA  8(a)  Procurement  Program— A  Promise  Unfulfilled  (CED-81-55, 
Apr.  8,  1981). 

This  report  assessed  the  implementation  of  the  8(a)  program,  12  years 
after  sba  began  to  refocus  the  8(a)  program  toward  business  development. 
We  concluded  that  the  8(a)  program  fell  short  of  its  intended  goal.  We 
found  that  the  8(a)  program's  problems  were  known  by  sba  management 
for  years.  We  also  stated  that  criticism,  mostly  justified,  came  from  many 
sources,  yet  meaningful  corrective  action  was  not  taken  by  sba. 
Specifically,  we  found  that;  less  than  4  percent  of  the  participating  firms 
graduated  from  the  8(a)  program  as  competitive  businesses;  the  bulk  of 
the  8(a)  contracts  were  awarded  to  a  select  group  of  fimis;  many  firn^ 
relied  on  8(a)  contracts  and  viewed  the  8(a)  program  as  an  end  in  itself; 
and  insufficient  staff,  vague  graduation  criteria,  and  poor  records 
hampered  the  8(a)  program's  effectiveness.  We  recommended,  among 
other  things,  that  the  sba  Administrator  take  several  actioi\s  to 
immediately  strengthen  the  management  of  the  8(a)  program. 
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9.  The  8(a)  Pilot  Program  for  Disadvantaged  Small  Businesses  Has  Not 
Been  EffecUve  (CED-81-22,  Jan.  23,  1981). 

In  this  report,  which  was  prepared  pursuant  to  Pviblic  Law  95-507,  we 
assessed  sba's  implementation  of  the  8(a)  pilot  contracting  program,  lii 
January  1979,  the  Department  of  the  Army  was  selected  as  the  pilot  agency 
to  seek  procurement  opportunities  that  were  not  already  offered  by  the 
Army  under  the  regular  8(a)  program.  Under  the  pilot  program,  sba  was 
given  tlie  exclusive  authority  to  designate  procurement  requirements.  We 
concluded  that  the  pilot  program  had  not  met  its  objective.  Specifically, 
we  reported  that  the  three  initial  contracts  awarded  under  the  pilot 
program  could  have  been  handled  under  the  regular  8(a)  program  and  that 
better  controls  were  needed  in  order  for  sua  to  properly  assess  and  match 
firms'  capabilities  with  procurement  opportunities. 

10.  Questionable  Effectiveness  of  the  8(a)  Procurement  Program 

(GGD-75-57,  Apr.  16,  1975).  ~~ 

This  was  the  first  in  a  series  of  audit  reports  required  by  Public  Law  93-386 
on  sba's  operatior\s.  We  assessed  the  effectiveness  of  the  8(a)  procurement 
program  and  concluded  that  sba's  success  in  helping  disadvantaged  firms 
to  become  self-sufficient  and  competitive  was  n^inimal.  Of  the  110  firms 
that  we  evaluated,  73  had  not  reached  self-sufficiency,  18  became 
self-sufficient,  and  19  were  not  classified  because  of  insufficient 
information.  Of  the  73  firms  that  had  not  reached  self-sufficiency,  20 
deteriorated  financially,  27  went  out  of  business,  and  the  remaining  26  had 
either  a  slight  financial  improvement  (but  not  enough  to  make  them 
self-sufficient)  or  no  change. 
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Since  1981,  reports  by  us  and  others  have  repeatedly  highlighted  the 
deficiencies  of  the  8(a)  program's  management  information  system. 
Although  SBA  has  attempted  to  correct  the  deficiencies,  its  failure  to 
properly  plan  the  redesign  of  the  system  has  delayed  the  implementation 
of  a  system  capable  of  providing  management  with  basic  8(a)  program 
information  and  increased  its  costs.  This  appendix  discusses  (1)  past 
problems  that  sba  has  encountered  with  the  8(a)  program's  management 
information  system,  (2)  current  problems  that  sba  is  experiencing  in  its 
phased  approach  for  redesigning  the  existing  system,  and  (3)  delays  in 
sba's  reporting  to  the  Congress  as  a  result  of  its  inadequate  management 
information  system. 


SBA's  Information 
Deficiencies  Have 
Existed  for  Years 


Several  reports  have  been  issued  on  sba's  information  problems  and  the 
lack  of  effective  management  processes  to  plan  and  control  sba's 
information  resources.  In  1981,  we  reported  that  poor  record  keeping  was 
hampering  the  effectiveness  of  the  8(a)  program.  In  1986,  we  reported  that 
certain  sba  systems,  including  the  one  used  for  the  8(a)  program,  produced 
inaccurate  and  untimely  reports  and  lacked  information  that  the  field 
offices  needed  to  better  manage  their  programs.  In  1987,  napa  reported 
that  the  8(a)  program's  existing  data  base  was  not  sufficiently  current  nor 
complete  for  field  use.  In  January  1992,  we  reported  that  missing  and 
inaccurate  data  rendered  sba's  Financial  Information  System  (ns) 
inadequate  for  managing  the  8(a)  program.  In  this  current  report,  we 
identify  deficiencies  in  sba's  plans  for  redesigning  the  8(a)  program's 
current  management  information  system  that  are  causing  sba  delays  in 
meeting  congressional  reporting  requirements  and  in  providing  sba 
program  managers  with  basic  8(a)  program  informational  needs. 

In  addition,  ns  weaknesses  have  also  been  reported  in  sba's  fiscal  year 
1989,  1990,  1991,  and  1992  reports  to  the  President,  submitted  in 
accordance  with  the  Federal  Managers'  Financial  Integrity  Act  of  1982. 
These  reports  disclosed  a  material  weakness  in  internal  controls  because 
the  system  failed  to  furnish  managers  with  adequate  information  about 
8(a)  services  provided  by  the  field  offices. 


SBA  Uses  Phased 
Approach  to  Upgrade 
Management 
Information  System 


The  1988  act  directed  sba  to  develop  a  systematic  process  for  collecting 
8(a)  program  data  and  to  report  to  the  Congress  by  April  30  of  each  year 
on  the  status  of  8(a)  firms  and  the  program's  accomplishments  during  the 
prior  fiscal  year.  In  response  to  the  legislation,  sba  initiated  a  four-phase 
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approach  to  redesign  the  management  information  system  that  supports 
the  8(a)  program. 

The  first  phase  is  the  Certification  Tracking  System.  According  to  sba,  ttus 
system  is  intended  to  provide  sba  with  (1)  an  accurate  and  efficient 
method  of  determining  the  status  and  location  of  each  8(a)  program 
application  and  (2)  information  on  other  program-eligibility  issues, 
including  graduations,  terminations,  and  withdrawals  from  the  8(a) 
program.  In  January  1992,  sba  installed  the  system  in  the  field  offices 
responsible  for  processing  8(a)  program  applications,  and  since  that  time, 
SBA  has  focused  on  building  the  system's  data  base,  sba  plans  to 
incorporate  a  reporting  capability  into  the  system  that  will  routinely  track 
and  provide  standard  reports  on  application  processing,  but  because  of 
other  ongoing  redesign  work,  sba  estimates  that  work  will  not  begin  until 
sometime  in  fiscal  year  1994. 

The  second  phase  is  the  Servicing  and  Contracts  System  (sacs),  which  is 
being  developed  to  assist  field  office  personnel  in  the  servicing  of  8(a) 
firms  and  contracts,  sba  is  implementing  this  system  in  two  stages.  In  the 
first  stage,  the  system  will  maintain  basic  firm  and  owner  information, 
track  business  plans  and  8(a)  and  non-8(a)  contract  support  levels, 
provide  an  interface  with  an  automated  fmancial  analysis  package  that  wiU 
be  used  by  sba  in  evaluating  a  firm's  financial  statements,  generate 
standard  sba  forms  and  letters,  and  track  contracts  and  modifications.  The 
second  stage  will  prepare  management  and  ad  hoc  reports,  eind  wiU 
interface  with  the  third  phase.  Although  fuU  implementation  of  the  second 
phase  was  scheduled  for  September  1992,  problems  in  the  initial  testing  of 
the  system  have  delayed  its  deployment.  According  to  an  sba  Office  of 
Information  Resources  Management  (oirm)  official,  initial  testing  of  the 
SACS  identified  a  number  of  changes  that  were  necessary  prior  to  its 
implementation,  including  those  for  user  requirements  that  had  not  been 
identified  prior  to  the  initial  testing.  Although  sba  now  plans  to  implement 
the  first  stage  of  the  sacs  in  September  1993,  it  has  not  determined  when 
the  system  will  be  fully  implemented. 

The  third  phase  is  the  Central  Office  Data  Repository  and  Reporting 
System  (codrrs).  The  1988  act  defmed  new  reporting  requirements  for  sba, 
and  this  system  will  replace  the  current  8(a)  ns.  According  to  sba,  codrrs 
will  be  the  primary  source  of  information  on  8(a)  firms  and  associated 
contract  awards  and  modifications.  Although  this  system  was  to  be 
implemented  in  December  1992,  it  has  been  delayed  indefmitely  because 
of  delays  in  designing  and  implementing  the  sacs. 
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The  final  phase  of  sba's  management  information  system  redesign  is  the 
MSB&COD  System  Integration.  According  to  sba,  this  effort  will  integrate  the 
above  automated  systems  with  several  other  supporting  systems  to 
provide  a  comprehensive  system  that  will  satisfy  all  of  msb&cod's 
information  requirements.  The  implementation  of  this  phase  was  initially 
scheduled  for  fiscal  year  1993,  but  again,  implementation  has  been  delayed 
until  the  first  three  phases  are  implemented. 


Ineffective  Planning 
Has  Resulted  in 
System  Development 
Problems 


Much  of  sba's  initial  planning  efforts  to  upgrade  the  8(a)  program's 
management  information  system  were  not  conducted  in  accordance  with 
federal  regulations  and  guidelines.  According  to  the  Federal  Information 
Resources  Management  Regulations  and  other  federal  guidelines,  agencies 
intending  to  acquire  contractor  support  must  plan  their  strategy  for 
designing  and  developing  their  management  information  system.  The 
overall  plan,  or  strategy,  must  include  (1)  a  needs  determination  to 
deterntine  the  specific  functional  needs  of  the  system;  (2)  an  analysis  of 
alternatives  that,  among  other  things,  must  address  the  availability, 
feasibility,  and  costs  and  benefits  of  alternative  systen\s;  and  (3)  an 
implementation  plan,  which  describes  the  tasks,  resources,  and  schedules 
necessary  for  successfully  implementing  the  system.  The  extent  to  which 
SBA  complied  with  each  of  these  requirements  is  discussed  below. 


Needs  Determination 
Never  Made  Final 


SBA  did  not  adequately  perform  a  needs  determination  for  the  redesign  of 
the  8(a)  program's  management  information  system.  According  to  federal 
guidelines,'  an  agency  must  perform  a  needs  detem\ination  when  a  project 
is  initiated.  The  needs  determination  should  clearly  and  accurately  define 
needs  in  relation  to  the  agency's  mission  and  strategic  objectives.  It  should 
also  address  the  agency's  system  architecture  and  functions,  new  or 
changed  program  requirements,  deficiencies  in  existing  capabilities,  and 
opportunities  for  increased  economy  and  efficiency.  The  end  user  should 
play  an  active  role  in  the  process,  as  well  as  validate  the  requirements  as 
they  are  defined. 

According  to  officials  in  oirm,  sba  central  office  personnel  visited  various 
SBA  locations  throughout  the  country  to  obtain  users'  input  for  the  new 
system's  requirements,  but  the  information  was  never  thoroughly  analyzed 
or  formally  documented  and  presented  as  a  part  of  the  redesign.  As  a 
result,  over  a  6-month  period,  weekly  progress  reports  obtained  from  the 

'Federal  Information  Processing  Standards  Publication  64:  Guidelines  for  Documentation  of  Computer 
Programs  and  Automated  Data  Systems  for  the  Initiation  Phase  (National  Institute  of  Science  and 
Technology.  Aug  1,  1979). 
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contractor  responsible  for  developing  the  SACS  repeatedly  cited  the  lack  of 
user  requirements  as  an  impediment  to  the  proper  development  of  the 
system. 


Analysis  of  Alternatives 
Not  Consistent  With 
Federal  Requirements 


In  1988,  sba's  oirm  reviewed  the  existing  msb&cod  automated  systems  with 
the  goal  of  desigrung  a  new  system  that  would  meet  current  and  future 
program  management  needs.  While  this  study,  referred  to  as  the  msb&cod 
Feasibility  Study,  addressed  many  aspects  of  the  system's  development 
process,  it  was  not  performed  according  to  federal  requirements  and 
guidelines.  For  example,  silthough  the  study  discussed  alternatives,  they 
were  not  addressed  in  accordance  with  Federal  Information  Resources 
Management  Regulations.  Specifically,  these  regulations  state  that  in 
analyzing  alternatives,  agencies  should  take  the  following  actions,  among 
others:  (1)  conduct  market  research  to  determine  the  availability  of 
technology  to  meet  an  agency's  requirements  and  to  assist  in  identifying 
feasible  alternatives;  (2)  calculate  the  total  estimated  cost  for  each 
alternative,  including  the  system's  life-cycle  cost  for  each  alternative;  and 
(3)  study  the  benefits,  costs,  and  risks  of  using  existing  systems,  both  from 
within  the  agency  and  from  other  agencies  to  satisfy  requirements. 
Although  the  Feasibility  Study  addressed  cost  issues  for  one  alternative, 
the  data  were  4  years  old.  In  addition,  the  study  did  not  provide  specific 
cost  data  for  the  two  other  alternatives.  Without  such  data,  sba  managers 
had  little  assurance  that  they  selected  the  most  cost-benefici£il  alternative. 


Project  Implementation 
Plan  Inadequate 


sba's  Project  Implementation  Plan  did  not  comply  with  federal  regulations. 
According  to  federal  regulations,  a  project  implementation  plan  should, 
among  other  things,  describe  the  tasks  necessary  to  design  and  implement 
the  system,  establish  schedules  for  carrying  out  these  tasks,  and  identify 
the  hardware,  software,  and  other  resources  associated  with  the  system's 
design  and  implementation,  sba's  seven-page,  undated  implementation 
plan  only  briefly  described  each  of  the  four  phases  of  the  system's 
development.  It  did  not  describe  the  specific  tasks  necessary  to  design  and 
implement  the  system.  Also,  it  did  not  address  the  resources  necessary  to 
implement  the  project,  such  as  software  and  hardware  requirements,  and 
how  the  systems  will  be  interfaced  and  integrated.  In  addition,  the  plan  did 
not  address  the  system's  costs  or  provide  a  schedule  for  the  system's 
development  and  implementation. 
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SBA  Reports  to  the 
Congress  Delayed 


The  lack  of  an  adequate  management  information  system  is  hindering  sba's 
ability  to  provide  legislatively  mandated  annual  8(a)  program  information 
to  the  Congress  on  a  timely  basis. 

The  act  requires  that  no  later  than  April  30  of  each  year,  sba  report  to  the 
Congress  on  the  status  and  accomplishments  of  the  8(a)  program  during 
the  previous  fiscal  year.  The  report  is  to  include  such  information  as:  the 
average  personal  net  worth  of  individuals  owning  8(a)  firms,  the  status  of 
firms  that  have  left  the  8(a)  program  in  the  past  3  years,  the  total  dollar 
value  of  all  8(a)  contracts  awarded  during  the  preceding  fiscal  year,  and  a 
description  and  estimate  of  the  cost  and  benefits  that  have  accrued  to  the 
government  and  the  economy  because  of  the  operation  of  firms  in  the  8(a) 
program. 

The  first  report,  which  was  due  in  April  1991  for  fiscal  year  1990,  was  not 
submitted  to  the  Congress  until  October  1991.  The  report  for  fiscal  year 
1991  was  not  submitted  until  November  1992.  sba  did  not  submit  the  report 
for  fiscal  year  1992  until  the  end  of  July  1993.  sba  officials  told  us  that  the 
reports  were  delayed  because  much  of  the  information  needed  for  them 
was  not  available  in  the  8(a)  program's  management  information  system 
and  had  to  be  obtained  from  sba's  field  offices. 
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In  March  1992,  we  testified  before  the  House  Committee  on  Small 
Business  regarding  sba's  progress  in  implementing  the  Business 
Opportunity  Development  Reform  Act  of  1988.  Specifically,  we  reported 
that  SBA  was  having  difficulty  in  implementing  many  of  the  changes 
mandated  by  the  act  and  that  its  lack  of  valid  data  on  many  8(a)  program 
activities  had  hindered  its  ability  to  effectively  manage  the  8(a)  program. 
During  our  testimony,  the  Chairman  expressed  concern  over  sba's 
continued  inability  to  administer  the  8(a)  program  and  asked  that  we 
continue  to  monitor  and  report  on  sba's  progress  in  implementing  the  act's 
provisions  relating  to:  collection  and  management  of  8(a)  program  data; 
certification  of  8(a)  program  participants;  development  and  maintenance 
of  8(a)  firms'  business  plans;  and  the  competitive  awarding  of  8(a) 
program  contracts.  The  Chairman  also  asked  us  to  report  on  the 
distribution  of  8(a)  program  contracts  among  8(a)  firms  and  sba's  efforts 
to  determine  the  amount  and  type  of  management  and  technical  assistance 
provided  to  8(a)  firms  and  the  effectiveness  of  such  assistance,  and  the 
amount  and  type  of  financial  assistance  provided  by  sba  to  8(a)  firms. 

To  address  sba's  initiatives  to  improve  its  management  information 
system,  we  reviewed  the  1988  legislation  regarding  sba's  data-collection 
process  to  detennine  whether  sba  had  complied  with  legislative  reporting 
requirements.  We  also  reviewed  federal  regulations  and  guidance  on 
system  development  methodologies  and  compared  these  with  sba's  system 
development  activities.  Furthermore,  we  compared  sba's  implementation 
schedule  with  actual  completion  times  to  determine  whether  delays  had 
occurred.  We  also  interviewed  msb&cod  and  oirm  officials  to  determine  the 
reasons  for  missed  reporting  requirements  and  delays  in  the  system's 
implementation. 

To  report  on  sba's  certification  of  8(a)  program  participants,  we 
interviewed  msb&cod  officials  to  determine  sba's  plans  and  progress 
toward  (1)  reducing  the  application  processing  time  and  (2)  identifying 
where  and  why  processing  delays  are  occurring.  Also,  for  the  846  8(a) 
program  applications  that  sba  decided  to  approve  or  decline  during  fiscal 
year  1992,  we  determined  how  long  it  took  sba  to  process  each  application 
by  computing  the  number  of  days  between  the  date  that  sba  determined 
that  the  application  was  complete  and  the  date  that  sba  approved  or 
declined  the  application. 

To  determine  whether  sba  was  approving  business  plans  and  conducting 
annual  reviews  of  these  plans,  and  withholding  contracts  from  firms 
without  approved  business  plans,  we  reviewed  (1)  sba's  policies  regarding 
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firms'  submission  of  business  plans  and  (2)  the  files  of  a  rardom  sample  of 
71  8(a)  firms  at  four  sba  district  offices.  We  also  obtained  and  reviewed 
MSB&COD  reports  to  determine  (1)  the  number  of  new  and  incumbent  firms 
that  had  submitted  business  plans  and  (2)  the  number  of  new  and 
incumbent  firms  with  approved  business  plans.  See  appendix  IV  for  details 
on  our  sampling  methodology,  statistical  estimates,  and  associated 
sampling  errors. 

To  report  on  the  number  and  value  of  competitive  and  noncompetitive 
contract  awards,  we  obtained  statistics  from  msb&cod  on  fiscal  years  1991 
and  1992  8(a)  contracts  that  exceeded  the  competitive  thresholds  and 
were  competitively  awarded.  Using  data  obtained  from  the  Federal 
Procurement  Data  System,  we  determined  the  number  and  value  of  8(a) 
program  contracts  that  were  awarded  as  indefinite  delivery,  indefinite 
quantity  contracts  during  fiscal  years  1991  and  1992,  and  the  number  and 
value  of  such  contracts  that  were  awarded  competitively.  To  report  on  the 
distribution  of  8(a)  contracts,  we  obtained  data  from  sba  on  the  total 
dollar  value  of  8(a)  contracts  awarded  to  each  8(a)  firm  during  fiscal  year 
1992. 

To  determine  sisa's  efforts  to  report  on  (1)  the  type  and  amount  of 
management  and  technical  assistance  provided  to  8(a)  program 
paiticipants  and  (2)  sba's  criteria  for  examining  the  program's 
effectiveness,  we  concentrated  on  sba's  7(j)  program — the  agency's 
primary  management  and  technical  assistance  program.  We  reviewed  sba's 
periodic  reports  on  the  amount  of  TQ)  assistance  used  by  8(a)  program 
participants.  We  also  discussed  with  msb&cod  officials  their  plans  to  track 
8(a)  progr;im  participants'  usage  of  7Q)  assistance  by  each  of  the  16 
specialized  categories  of  assistance.  We  interviewed  (1)  officials  in  sba's 
Office  of  Inspector  General  to  identify  the  status  of  the  7(j)  assistance 
effectiveness  study  and  (2)  msb&cod  officials  to  determine  their  plans  to 
develop  criteria  for  measuring  the  effectiveness  of  7(j)  assistance. 

To  address  sba's  efforts  to  identify  the  amount  and  type  of  financial 
assistance  provided  to  8(a)  firms,  we  interviewed  sba  Office  of  Financial 
Assistance  officials  and  reviewed  sba's  procedures  for  identifying  8(a) 
firms  receiving  sba  financial  assistance.  We  also  reviewed  management 
information  system  sununary  information  and  field  office  files  regarding 
the  amount  and  type  of  financial  assistance  provided  to  8(a)  firms.  We 
interviewed  msb&cod  officials  for  information  on  efforts  to  track  8(a)  firms 
receiving  financial  assistance. 


Page  29  GAO/RCED-93-146  SBA's  Minority  Business  Development  Program 


133 


Appendix  III 

Objectives,  Scope,  and  Methodology 


We  performed  our  work  between  April  1992  and  May  1993,  priinarily  at 
sba's  headquarters  in  Washington,  D.C.  We  also  visited  sba  offices  in 
Washington,  D.C;  Philadelphia,  Pennsylvania;  New  Orleans,  Louisiana; 
and  San  Antoruo  and  Dallas,  Texas. 
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This  appendix  provides  details  on  our  sampling  methodology  and  sampling 
errors  associated  with  our  probability  sample  of  71  case  files  randomly 
selected  in  four  sba  district  offices  to  determine:  how  many  8(a)  firms  have 
new  and  revised  business  plans  approved  by  sba,  how  many  8(a)  firms 
were  awarded  a  contract  without  having  an  approved  business  plan,  and 
whether  sba  is  performing  required  annual  reviews  of  8(a)  firms'  business 
plans. 


Sampling 
Methodology 


Because  of  the  large  number  of  case  files  on  8(a)  firms,  we  could  not 
review  each  one.  Instead,  we  randomly  sampled  case  files  to  review. 
Before  selecting  our  random  sample,  we  made  a  judgmental  sample  and 
reviewed  12  case  files  at  sba's  Dallas  District  Office  to  determine  how  the 
information  in  each  case  file  was  organized  and  the  amount  of  time 
required  to  review  each  case  file.  The  results  of  the  Dallas  District  Office 
are  not  included  in  this  report  because  the  sample  was  not  randomly 
selected. 

We  focused  our  review  on  four  district  offices — New  Orleans;  San 
Antonio;  Washington,  D.C.;  and  Philadelphia.  These  offices  were  selected 
on  a  judgmental  basis  from  sba's  Philadelphia  Region  (Region  III)  and 
Dallas  Region  (Region  VI) — the  two  largest  regions  in  terms  of  the  number 
of  8(a)  fimts.  The  four  district  offices  accounted  for  832  of  the  4,223  firms 
in  the  8(a)  program  as  of  May  1992,  when  we  selected  our  sample.  We 
reviewed  the  files  for  13  of  the  66  total  8(a)  firms  at  New  Orleans;  13  of  the 
81  firms  at  San  Antonio;  30  of  the  594  firms  at  Washington,  D.C.;  and  15  of 
the  91  firms  at  Philadelphia.  For  each  firm,  we  determined  whether  it 
(1)  had  a  new  or  revised  business  plan  approved  by  sba,  (2)  was  awarded  a 
contract  without  having  an  approved  business  plan,  (3)  had  an  sba  annual 
review  of  the  business  plan,  and  (4)  had  a  delinquent  sba  annual  review  of 
the  business  plan. 


Sampling  Errors 


Because  we  used  a  random  sample  of  8(a)  firms'  case  files  to  develop  our 
estimates,  each  estimate  has  a  measurable  precision,  or  sampling  error, 
which  may  be  expressed  as  a  plus/minus  figure.  A  sampling  error  indicates 
how  closely  we  can  reproduce  from  a  sample  the  results  that  we  would 
obtain  if  we  were  to  take  a  complete  count  of  the  universe  using  the  same 
measurement  methods.  By  adding  the  sampling  error  to  and  subtracting  it 
from  the  estimate,  we  can  develop  upper  and  lower  bounds  for  each 
estimate.  This  range  is  called  a  confidence  interval.  Sampling  errors  and 
confidence  intervals  are  stated  at  a  certain  confidence  level — in  this  case, 
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95  percent.  For  example,  a  confidence  interval  at  the  95-percent 
confidence  level  means  that  in  95  out  of  100  instances,  the  sampling 
procedure  we  used  would  produce  a  confidence  interval  containing  the 
universe  value  we  are  estimating. 

We  calculated  the  sampling  errors  at  the  95-percent  cor>fidence  level  for 
those  statistical  estimates  that  are  relevant  to  the  main  issues  of  this 
report.  These  values  are  shown  in  tables  FV.l,  rv.2,  IV.3,  and  IV.4. 


Table  IV.1:  8(a)  Firms  Without 
Approved  Business  Plans 

District  office 

Number  of  firms 

95-percent  confidence  interval 

Lower  bound 
(percent) 

Upper  bound 
(percent) 

New  Orleans 

0 

0.0 

19-70 

San  Antonio 

0 

00 

1975 

Washington,  D,C- 

3 

22 

26.30 

Philadelphia 

2 

22 

38.50 

^^^^ 

Without  Approved  Business  Plans 

District  office 

Number  of  firms 

95-percent  confidence  Interval 

Lower  bound 
(percent) 

Upper  bound 
(percent) 

New  Orleans 

0 

0.0 

19.70 

San  Antonio 

0 

0.0 

19.75 

Washington.  DC 

0 

0.0 

9.40 

Philadelphia 

0 

0,0 

17.60 

Table  IV.3:  8(a)  Firms  With  No  Annual 
Reviews 

District  office 

Number  of  firms 

95-percent  confidence  interval 

Upper 

Lower  bound           bound 

(percent)       (percent) 

New  Orleans 

0 

OO 

19.7 

San  Antonio 

2 

25 

444 

Washington,  DC. 

10 

17.5 

525 

Philadelphia 

8 

27.5 

780 
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Table  IV.4:  8(a)  Firms  With  Delinquent 
Annual  Reviews 


Number  of  firms 

95-percent  confidence  interval 

District  office 

Lower  bound 
(percent) 

Upper  bound 
(percent) 

New  Orleans 

1 

1  5 

34.8 

San  Antonio 

5 

148 

66.7 

Washington.  D  C 

2 

0,8 

21  7 

Philadelptiia 

0 

00 

176 
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Major  Contributors  to  This  Report 


Resources, 
Community,  and 
Economic 
Development 
Division,  Washington, 
D.C. 


Jacquelyn  Williams-Bridgers,  Associate  Director 
Janies  R.  Yeager,  Assistant  Director 
Stanley  P.  Ritchick,  Jr.,  Assignment  Manager 
Donald  J.  Sangirardi,  Staff  Evaluator 


Ronald  P.  Taliancich,  Regional  Manager's  Representative 


Dnllnt;  Rpoinnnl  OffipP         "°"^"  ^   laiiancicn,  negionai  manage, 
UallaS  regional  UiriCe        ^.^^^^  g  ^^^^  Evaluatorin-Charge 

Tia  L.  McMuUen,  Staff  Evaluator 
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The  first  copy  of  each  GAO  report  and  testimony  is  free.  Additional 
copies  are  $2  each.  Orders  should  be  sent  lo  the  following  address, 
accompanied  by  a  check  or  money  order  made  out  to  the  Superin- 
tendent of  Documents.  «  hen  necessary.  Orders  for  100  or  more 
copies  to  be  mailed  to  a  single  address  are  discounted  25  percent. 

U.S.  General  Accounting  Office 
P.O.  Box  6015 
Gaithersburg,  MD  20877 

Orders  may  also  be  placed  by  calling  (202)  275-6241. 
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*/<    l«S!   .•O 
OFFICE  OF  THE    ADMINISTRATOR 


U.S.  SMALL  Business  Administration 

Washington.  D.C.     20416 


RECEIVED 

OCT  6    1993 
Gonunittee  on  k 


OCT 


1  1998 


Honorable  John  LaFalce 

Chairman 

Committee  on  Small  Business 

U.S.  House  of  Representatives 

Washington,  D.C.   20515 

Dear  Mr.  Chairman: 

Thank  you  for  the  opportunity  to  testify  before  the  Small 
Business  Committee  to  outline  the  changes  that,  we  believe,  will 

begin  to  improve  the  U.S.  Small  Business  Administration's  8(a) 

program.   I  am  confident  together  we  can  put  into  place  a  program 
that  will  accomplish  the  mission  of  helping  socially  and 
economically  disadvantaged  individuals  develop  small  businesses. 

In  response  to  your  retjues'^,  I  have  enclosed  a  chart  that 
shows  the  progress  each  major  agency  has  made  in  meeting  its 
commitment  to  the  8(a)  program. 

I  want  to  stress  once  again  that  I  have  placed  the  highest 
priority  on  improving  the  8(a)  program,  and  I  look  forward  to 
working  with  you  to  achieve  this  goal. 

If  you  have  any  questions,  please  do  not  hesitate  to  call. 

Sincere 1\ 


Erskine  B.  Bowles 
Administrator 
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1992  MAJOR  FEDERAL  ACENCT  8(a)  PERFORMANCE 

EXPRESSED  IN  TERMS  OF  PERFORMANCE  AGAINST  PROJECTED  PERCENTAGES 

(In  Thousands  of  Dollars) 


Aoencv  Proiectfons 

Actual  Awards 

Total 
Dollars 

8(e)  Share 

Total 
Dollars 

8(.) 

Share 

Dollars 

Percent 

Dollars 

Percent 

Total 

172,642.6 

4,622.6 

2.7 

180,382.7 

4,911.0 

2.7 

Department  of  Agriculture 

2,461.1 

66.4 

2.7 

3,374.8 

81.4 

2.4 

Deportment  of  Comnerce 

776.1 

J4.9 

4.5 

727.3 

54.2 

7.5 

Departinent  of  Defense 

114,413.0 

2,860.3 

2.5 

117,151.0 

2,597.5 

2.2 

Department  of  Education 

169.0 

15.2 

9.0 

284.2 

17.2 

6.0 

Department  of  Enerjy 

16,500.0 

231.0 

1.4 

18,147.4 

507.5 

1.7 

Department  of  Health 

and  Hunan  Services  2,188.0 

Department  of   Housing  and 

Urban  Development  405.4 

Department  of  the  Interior  1,226.8 

Department  of  Justice  1,767.4 

Department  of  Labor  621.7 

Department  of  State  459.0 

Department  of  Transportation  3,019.6 

Department  of  the  Treasury  1,125.0 

Department  of  Veterans 

Affairs  2,958.0 

Environmental  Protection 

Agency  1,000.0 

General  Services  Adninlstrstion 

(Federal  Supply  Schedule)  5,678.3 

(Non-Federal  Supply  Schedule)   3,596.6 

National  Aeronautics  and 

Space  Adninistration  11,460.0 

Tennessee  Valley  Authority  1,683.0 

All  Others  1,134.6 


190.3   8.7 


36.5 

9.0 

73.6 

6.0 

70.6 

4.0 

17.4 

2.8 

36.7 

8.0 

319.0 

11.0 

63.0 

5.6 

50.3 

1.7 

85.0 

8.5 

6.0 

0.1 

96.0 

2.7 

263.6 

2.3 

17.0 

1.0 

89.B 

7.9 

2,570.7 


237.8 


9.2 


739.2 

22.1 

3.0 

1,369.0 

106.8 

7.8 

1,755.5 

126.1 

7.0 

783.3 

20.7 

2.6 

594.4 

84.3 

14.2 

3,598.8 

430.4 

12.0 

1,232.4 

148.1 

12.0 

3,740.7 

68.6 

1.8 

1,348.0 

59.1 

4.4 

2,968.6 

1.8 

0.1 

5,735.7 

142.6 

2.5 

in.S27.0 

232.0 

2.2 

2,200.0 

9.4 

0.4 

1,534.7 

163.4 

10.6 

Shortfalls 


Dol lars   Percent 


Achieved  Goal 

-  9.7  -  .J 
Exceeded  Goal 

-  331.3    -  .3 

-  8.4  -  .3 
Exceeded  Goal 

Exceeded  Coat 

-  44.4    •  .6 
Exceeded  Goal 
Exceeded  Goal 

-  1.2  -  .2 
Exceeded  Goal 
Exceeded  Coal 
Exceeded  Goal 

Exceeded  Goal 

•  55.5    -  4.1 

Achieved  Goal 

-  12.3    -  .2 

-  10.1    -  .1 

•  12.6  -  .6 
Exceeded  Goal 


Notes: 

1.  Figures  reported  as  **shortfal  Is"  represent  the  difference  between  the  dollars  that  an  agency  actually  awarded  mler  the  8(a) 
program  and  the  dollars  that  it  would  have  awarded  if  it  had  achieved  its  projected  percentage  of  awards  to  8(a)  program 
participants. 

2.  Dollar  or  percentage  figures  may  vary  slightly  because  of  r(xnd\ng   or  necessary  corrections  of  figures  submitted  in  year-end 
reports  by  some  federal  agencies.  Information  not  given  in  written  reports  was  obtained  by  telephone. 

Source:  U.S.  Small  Business  A^inistration,  Office  of  Procurement  Assistance,  uipUslished  data,  1993. 
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